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A CAN MONETARY POLICY 
“CARRY THE LOAD? 


STERLING STILL IN JEOPARDY 


















AID FROM SOUTH AFRICA 
THE RISK OF AMERICAN SLUMP 


FUTURE OF RAW MATERIAL PRICES 
By Ernest H. Stern 


BUILDING SOCIETIES AND INTEREST RATES 
By Oscar R. Hobson 


THE NEW PATTERN OF BANK SALARIES 





























HUDDERSFIELD 
|BUILDING SOCIETY 


| 
| 
| 





Investments 





HEAD OFFICE : 





LONDON OFFICE : 





Mortgages 


BRITANNIA BUILDINGS, HUDDERSFIELD 
BRITANNIA HOUSE, 203 STRAND, W.C.2 





















ii EXCEED (ABS) RESERVES EXCEED “ 
£177,000,000 wey £9,700,000 


SR eine HIRE 


HEAD OFFICE: HALIFAX, YORKS. General Manager: F. BENTLEY, F.C.1.S. London: HALIFAX HOUSE, STRAND, W.C2 i 





TO BANK MANAGERS 
Please consult us—we have been established 
since 1772 — regarding your customers’ 
JEWELLERY, SILVER, COINS and MEDALS. 

We will gladly advise you free of charge 


SPINK & SON. LTD. 


Medallists't0 the late 5,6 and 7 King Street, Tel: WHItehall 5275 
King George VI St. James’s, LONDON, S.W.1 4 lines 
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BRADBURY, WILKINSON & CO. LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 


ALL DOCUMENTS OF SECURITY 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 
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TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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The man 
who broke 
a CHATWOOD 
SAFE! 
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ALFRED ALMOND is no ordinary | ing the £10,000 behind its thick 
safe breaker. He is a_ banker’s walls ; it was finally opened after 
engineer of forty-four years’ standing six days’ continuous, arduous labour 
— forty-four years with Chatwood. | by this Chatwood 
The safe is no ordinary safe. It is 
one which withstood probably the 
most violent attack by explosive 
ever attempted, in a Glasgow bank . 
in early August, 1951. For fourteen Chatwood anti-explosive locks once 
days after the explosion the safe more passed the final test, and saved 
remained stubbornly closed, defend- £10,099. 


CHATWOOD 


THE CHATWOOD SAFE & ENGINEERING COMPANY LTD * SHREWSBURY * ENGLAND 


expert at 
Chatwood’s own works, in the pre- 
sence of the Bank’s own Staff Engineer. 
Chatwood construction and 














— 


O Frabjous day ' Callooh! Caliay ! 


Wrasse 


The news that the Imperial Good Companion 
portable is here again is falling sweetly on 
many anear...and many a set 

of fingers that have itched to work ona 
Good Companion are flexing themselves. . . 
and many a Good Companion owner will 
be gratified years from now to find it 

still working flawlessly . . . and last but far 
from least, many of you will find that the 
Good Companion, for all its virtues, is so 
reasonably priced that it’s almost magical. 


prices FROM £22.10.0 


Imperial 


TYPEWRITER COMPANY LIMITED ~- LEICESTER 


CRC I 





IT BEGAN WITH 
THE CRUSADES 


We take some pride in our long history but the 
business in which we are engaged is older than 
we are. Eastern banking began in the 12th 
century when the Knights Templar, protecting the 
lines of communication which sustained the 
Crusades, devised a mechanism for exchang.ng 
currencies and transferring goods between 
Western Europe and the Asian Continent. This 
primitive but highly efficient banking service 
made possible a rapid expansion of the trade 
between the Eastern and Western worlds—a 
traffic which has been fittingly described as the 
foundation of all commerce. 

Nowadays travellers along the Asian trade routes 
and merchants and manufacturers engaged im 
the Eastern trade entrust their banking 
transactions to :— 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 
(Incorporated by Royal Charter, 1853) 

Head Office: 38 Bishopsgate, London, E.C.2. 
West End (London) Branch: 

28 Charles II Street, London, S.W.1. 
Vianchester Branch: 52 Mosley Street, Manchester,2. 
Liverpool Branch: 27 Derby House, Liverpool, 2. 

New York Agency: 65 Broadway, New York, 6. 


Branches of the Bank, under British manage- 

ment directed from London, are established at 

most centres of commercial importance through- 

out Southern and South-Eastern Asia and 
the Far East. 
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THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
(Incorporated with Limited Liability under the Laws of the U.S.A.) pais 
The Chase Banking organisation’s wide experience and familiarity with x j 


business and trade conditions on both sides of the Atlantic can be of great 














assistance to all those engaged in developing trade with the United States. 


The Chase Banking Organisation has Branches in: 
HAVANA, MARIANAO, SAN JUAN, P. R., SANTURCE, PANAMA, COLON, DAVID, CRISTOBAL, 
BALBOA, FRANKFURT/ MAIN, HEIDELBERG, STUTTGART, TOKYO, OSAKA. 
The Chase Bank, Paris, 41 Rue Cambon. Special 
Representatives in 
Correspondents throughout the world 


MEXICO, D. F. 
Main London Branch: BUENOS AIRES 
6 Lombard Street, E.C. 3 ROME 
Bush House Branch: West End Branch: CAIRO 
Aldwych, W. a 2 51 Berkeley Square, W. | BOMBAY 





The Chase National Executors & Trustees Corporation Limited, 6 Lombard Street, E.C. 3 

















Habib Bank Ltd. 


Established 1941 


| Head Office : KARACHI (PAKISTAN) 





| Authorised Capital .. iis ‘5 .. Pak Rs. 20,000,000 
Issued and Subscribed 7 ee .. Pak Rs. 10,000,000 
Paid-up Capital a = - .. Pak Rs. 10,000,000 
| Reserve Funds 7” oo mA .. Pak Rs. 10,000,000 
| Deposits as on 31-12-1951... a .. Pak Rs. 438,200,000 


In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Ltd., with 45 branches 
spread over West and East Pakistan, can prove to be most helpful and you are invited to use our services. 

The Bank is fully competent to handle all foreign exchange business, including opening and advising of commercial 
letters of credit, collection of documentary bills, remittances, etc. 





FOREIGN BRANCHES: Bombay, Calcutta and Colombo 


Correspondents and Agents at all important cities of the world 

















BEHIND YOU 












HAVE SOMETHING 





New Interest Rate 
enhances value oj this 


SAFE INVESTMENT 


There is no sounder investment for capital and 
savings than the shares of the Co-operative Per- 
manent Building Society. Interest on personal share 
investments Is — 


2 47 


per annum, with Income Tax paid by the Society. 
This is equivalent to £4. 15. 3d. per cent to the 
investor liable to tax at the rate of 9/6d. in the pound. 








TOTAL ASSETS £66,000,000 
RESERVE FUNDS £3,000,000 


Established 1884 


CO-OPERATIVE 
Reereceee coma 


New Oxford House, London, W.C.| 
Telephone: HOLborn 2302 


City Offices: 163, Moorgate, E.C.2. 
Telephone : MONarch 3556/7 


900 Branches and Agencies 
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142 
tits SECURITY...CERTAINLY 


TAX PAID BY 
SOCIETY No other form of investment gives you 
ee all these advantages. Ease of investment, 
ease of withdrawal. Any amount from |/- 


to £5,000 and non-fluctuating security. 







Call or write for free prospectus. 





Birmingham Citizens 


PERMANENT BUILDING SOCIETY 





Manager & Secretary Head Office Telephone: 
Assets exceed L. GOODE 95, COLMORE ROW, COLmore 4631 
£4,000,000 BIRMINGHAM, 3 





NY 


Studies tn British 
Financial Policy 
I91 4-25 
E. V. MORGAN 
The aim of this book is to fill in a 


number of gaps in the financial 
record of this important period. 28s. 








O 
at 2% net 


INCOME TAX PAID BY THE SOCIETY 
equivalent to £3 !6s. 2d. per cent 
subject tolncome Tax at 9/6 in the £ 


ae for every £1 deposited 


The Rate of 
Interest and other 
Essays 
JOAN ROBINSON 


A collection of essays all closely 
connected with the extension of 
Keynes's General Theory of employ- 
ment into the field of long-run dy- 
namic analysis. 10s. 6d. 








Ask for brochure e : 





Founded 18656. Funds nearly £6,000,000 


DEWSBURY 


AND WEST RIDING 


BUILDING SOCIETY 


CHURCH ST., DEWSBURY 
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Since its incorporation in 1882, the Church of 
England Building Society has maintained its stability 
unshaken. With both share and deposit interest 
increased, an excellent medium is afforded to those 
of your customers who desire security of capital 
coupled with a reasonable and consistent return. 
Interest is payable half-yearly on 3lst May and 
30th November. 





BOURNEMOUTH 1149 Christchurch Road. 


TUNBRIDGE WELLS 47 London Road. 
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ASSETS £7,000,0060 
RESERVES £365,000 
SHARE INTEREST 23° 
DEPOSIT INTEREST 2°, 
Income Tax Paid by the 


Soctety 


INDIVIDUAL INVESTMENTS ARE INVITED IN SUMS OF £25 TO A MAXIMUM OF £5,000 
Balance Sheet and Form of Application sent on request 


CHURCH OF ENGLAND BUILDING SOCIETY 


INCORPORATED 1/1882 


Regional Offices: 6 & J NEW BRIDGE ST.., 
Boscombe. LO N DO N ’ E : C 4. 


NOTTINGHAM 4 Low Pavement. Telephone: CENtral 8455 











23 % Net 


Income Tax paid by the Society. 





The Society offers to its Investors 


For over 100 years dividends have been absolute security of capital combined 
regularly paid and capital invested has been | with excellent rates of interest. 
withdrawable without depreciation. ASSETS almost £16,000,000 





Investments accepted without entrance 











— | SUBSCRIPTION 
fees, stamp or commission. SHARES ae 
TOTAL ASSETS EXCEED  £5,700,000 3% 
LIQUID ASSETS EXCEED £870,000 


RESERVES, ETC.EXCEED £450,000 STS, 


PAID-UP SHARES 
receive 














General Manager and Secretary : 











Head Offfice : 
ST. STEPHEN’S HOUSE, THE CENTRE, BRISTOL, | London Office: 6 Maddox St., W.1 _Tel.: Mayfair 8538 











PAID BY THE SOCIETY 


ANDREW BREACH, F.C.I.S.,  F.B.S. General Manager: E. M. GAUNT, F.C.I.S., F.B.S. 
Write, call or phone for full details 


BRADFORD 2 3 ) 





41-43 SUNBRIDGE ROAD, BRADFORD 
Tel. : 25144-5 


1 DEPOSITS receive 






















































TIS OVER TWO HUNDRED YEARS Since 

Edmund Halley, the astronomer, turned 

his attention from the stars to the study 
of population statistics. At about that time a 
similar problem on a modest scale was engag- 
ing the attention of some fishermen in Kent. 
They were concerned with the uncertainties of 
this mortal life because, being prudent men, 
they were anxious to make some provision for 
their families if their scanty earnings ceased 
through sickness or death. And so they joined 
together, as did many other similar local 
groups, to set up a common fund to which 
members made weekly contributions. These 
were collected (for the fishermen were saga- 
cious men who knew the value of incentives) 
at the local inn. 


s far as the ‘Old Dredgers’ of Faversham were 
aise thrift was a wholly personal matter. 
Today, however, it has a wider, national signifi- 
cance. Careless spending lies heavily upon thecon- 
science of the dutiful citizen. He knows that if he 
saves money, then, in Some mysterious way, it is 
good for the country. In the long run, of course, 
itis also good for the dutiful citizen. Nevertheless, 
the fact has to be faced that for every score of us 
who would willingly travel a mile to spend a pound 
there are only a few who would cross the road to 
save sixpence. 


[' is all the more surprising, therefore, to find 
that people do manage to save money —and, 
moreover, to save it consistently. Most of them— 
indeed, about four out of every five families in the 
country —do this by paying insurance premiums 
to agents who call regularly at their homes. This 
isa form of thrift that satisfies an urgent personal 
need. It offers immediate relief from anxieties with 
which the provident fishermen of Kent were very 
familiar. And it is a way, in many cases the only 
way, of giving men and women in this workaday 
world the confidence to make their own plans for 
afuture in which, through endowment assurance, 
they and their children have a personal stake. 


Ten million open doors 


b 


Issued by the Industrial Life Offices 


HIS service Originated about a hundred years 
T ago as a means of making life assurance avail- 
able tor folk of modest means. It has succeeded in 
revolutionising the thrift habits of the nation. The 
Victorian pioneers of industria! life assurance 
recognised that saving, even if it could never be 
made effortless, could at least be made easy. This 
they achieved by introducing a regular collecting 
service—and with it, the insurance agent. Today 
it is he who keeps alive the habit of thrift in ten 
million households whose doors are opened to him, 
week in and week out, throughout the length and 
breadth of the land. The savings of many millions 
of these families depend upon the personal service 
which he brings to their homes; and the nation 
depends on it to the tune of over £40.000,000 net 
Savings every year. 


T HE essence of the agent's jOb is to take pains to 
understand other people’s problems. His suc- 
cess as a missionary of thrift ts due very largely to 
the careful attention he pays to the needs and per- 
sonal convenience of those upon whom he calls to 
collect premiums. 


IHESE premiums total, at the present rate, about 
B £130,000,000 annually. Twenty years ago they 
amounted to less than half this figure. The con- 
sistent increase in the volume of premiums collect- 
ed is a reflection of the agent's ability not only to 
initiate, but to help sustain the habit of thrift. But 
if he were no more than an efficient collector of 
premiums he would scarcely be regarded, as he is 
insOmany homes, as a family friend and confidant. 
When claims arise his policyholders look for quick 
and sympathetic attention: and his councils 
sought upon a hundred-and-one problems, many 
of them only distantly related to insurance. Above 
all, he is the man who can provide assistance and 
advice on the spot. 


H:: E, perhaps, is to be found one of the most 
important of all savings incentives. It springs 
from the recognition that thrift begins at home. 
It is here that motives, means and opportunities 
are examined in the light of domestic circum- 
stances that vary widely between family and family. 
To these personal problems the voluntary thrift 
movement developed by the Industrial Life Offices 
brings a personal service that has become a factor 
of immense importance to the nation’s economy. 
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GREY 














Society in the Midlands. 


Income Tax paid by the Soc ety; 


ASSETS exceed £26,000,900 
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JANE GREY of Bradgate House in the heart 


Investments of £50-£5,000 « 1CCe onde cae 


Incom: Tax at 96 in the Z. Write for full 


LEICESTER PERMANENT 
BUILDING SOCIETY 


EST. 1853 
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»f Leicestershire was for nine days Queen of 


England. A puppet in the hands of seabiitic US Pe ate *n, this unsp soil girl was torn trom the 
countryside she loved, married, —— d Queen and beheaded at the age of 16 years. 
Leicester is well known for its close sclation with this tragic figure. 

The city is also well known as the ‘ho yme of the Leicester Permanent, the largest Building 


HEAD OFFICE: WELFORD HOUSE, LEICESTER. Telephone: 22264-5-6 


PRINCIPAL BRANCHES AT LONDON, BIRM!NGHAM, MANCHESTER 
LIVERPOOL, BRISTOL, BOURNEMOUTH. BRIGHTON AND HARROW 






lent to £4 los. 3d. per ‘cent. subject t 
particulars and free Booklet P33. 
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ip Shares. Interest 24°, per annu’ 







RESERVES exceed £2,300,000 





































INVESTMENTS ACCEPTED 


21% 


Income Tax paid by the Society 





ASSETS RESERVES 
EXCEED EXCEED 
£3,000,C00 £189,000 


Full particulars from 





BUILDING SOCIETY 


Established 1883 


NORTH WEST HOUSE 


MARYLEBONE RD., LONDON, N.W.1 


Telephone: PAD. 7223 (3 lines) 
Secretary - R.H. ALSOP, F.B.S. 


NORTH-WEST, 


SECURITYSECURITYSECURIT YSECURITYSECURIT YSECURITYSECURITYSECURIT YSECURITY 














SECURITY SECURITY SECURITY SECURITY S mae 


SECURITY SECURITY SECURITY SECURITY SEC URITY , 


. FIRST RHODESIAN 


PERMANENT 
BUILDING SOCIETY 


ASSETS EXCEED 


£1,009,000 


(Largest single invester— 
Government of Northern Rhodesia) 


S 


~) 


. 
ALIN MOASALINMNDASALIYNDASALINNDASALINNDASA LIYMOAISA LIYMNDASALINN DASALINNDI]A 


investment Shares, paid for the year 1951 


DIVIDEND bY PER ANNUM 


Chief Office: 
P.O. Box 420, Permanent House, Selous Street, Lusaka 


Full particulars can be obtained in London on application to: 
THE STANDARD BANK OF SOUTH AFRICA LTD. 
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For Office Systems 
Machines & Equipment 







| NEW. OXFORD ST, LONDON, W.C.I. 
Phone CHAncery 8888 
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EASTBOURNE MUTUAL BUILDING SOCIETY 


Founded 1877 














Asset R 

reine INVESTMENTS RECEIVED nema 

aici SHARE 23% ACCOUNT —— 
INCOME TAX PAID BY SOCIETY — MAXIMUM £5,000 













Prospectus on Request 


Head Office : 147, Terminus Road, Eastbourne. Telephone : Eastbourne 2173 
Bankers : Barclays Bank Ltd., and British Linen Bank. 




















INCOME TAX PAID 
1g% pla 
2 BY THE SOCIETY 
Up to £2,500 may now be invested 
in the Share Department of the 


GOLDHAWK BUILDING SOCIETY 


Est. 1876 
15-17 Chiswick High Road, London, W.4 


Please ask for Leaflet 
ASSETS £1,800,000 RESERVES £110,000 
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METHOD _ |i | [EEKa MOORLAND 


IN a5,688Sh8 BUILDING SOCIETY 


INVESTMENT INVESTMENTS 


of up to £5,000 received in 
GENERAL INVESTING SHARES at 


j 1 / 
means 21% 
an excellent rate of interest (23°,) | Income Tax paid by the Society 


The equivalent gross yield with Income Tax 
at 9 6d. in the £ is over 


ease in realisation, safety of capital A3% 















































freedom from income tax complications | 


All these you can obtain from Assets £21 ,000,000 Reserves £900,000 
| CHIEF OFFICE: 
| NEW STOCKWELL HOUSE 
SHERN HALL (METHODIST) in. dame 
BUILDING SOCIETY | General Manager and Secretary, 


HUBERT NEWTON, | F.C.1.S. 


306 Hoe Street, Walthamstow, E.17 | 
TELEPHONE: LEEK 1100 (3 lines) 


KEYstone 5888 
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—— ASSETS rose £1,866,919 to 











£17,590,619 





RESERVES rose £70,192 to 
£1,348,243 

ADVANCES during the year 
were £3,889,870 

MEMBERS and depositors 
invested £3,771,587 

RESERVES represent 7°66 °, 
of assets 

LIQUID ASSETS represent 
15°5°., of assets 


If you are interested in these extracts 
from our latest balance sheet, we shall 
be happy to send you a copy onrequest 


CHELTENHAM 
GLOUCESTER 


wildli ing orctely 
CLARENCE = CHELTENHAM 
J.R. MILLICAN, A.C.A., F.B.S., General Manager 








BANCO DI ROMA 


HEAD OFFICE: ROME 
PAID UP CAPITAL AND RESERVE 
LIT. 1,450,000,000 
OVER 150 BRANCHES IN ITALY 


o£ 
Branches Abroad: 
TURKEY: ISTANBUL, IZMIR 
LEBANON: BEIRUT, TRIPOLI 
ERITREA: ASMARA, MASSAUA 
LIBYA: TRIPOLI 
SOMALILAND: MOGADISCIO, MERCA 
8 
Representative Offices: 
LONDON, FRANKFURT-ON-MAIN, NEW YORK, 
BUENOS AIRES 
2 


Foreign Affiliated Banks: 
BANCO DI ROMA (FRANCE): PARIS, 
MONTE CARLO 


BANCO Di ROMA PER LA SVIZZERA: LUGANO, 
CHIASSO 


BANCO DI ROMA (BELGIQUE): BRUSSELS 
BANCO ITALO-EGIZIANO: ALEXANDRIA, CAIRO 


CORRESPONDENTS ALL OVER THE WORLD 


LYONS, 
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FOR THE 4/0 RsTOR-L, 


Income Tax paid by the Society 
EQUIVALENT TO £4-I5-3 per — 
Subject to Income Tax at 9/6 in the £ 
























































£1-£5,000 accepted 








"TEMPERANCE 


PERMANENT 














L 


BUILDING SOCIETY 


223-227. REGENT STREET. LONDON.W.I. PHONE REG.7282 



























OTTO MAN BANCO DE CREDITO 
BANK .ces.. | DEL PERU 


FOUNDED 1863 


a CAPITAL S/’.60,000,000.00 


PAID-UP - £5,000,000 | RESERVES S$/.52,224,088.38 
The Bank transacts every HEAD OFFICE: LIMA 
description of English and | SIXTY- SEVEN OFFICES 


Foreign Banking Business. 


BRANCHES throughout TURKEY and the | 
NEAR EAST, including EGYPT, SUDAN, | Entrust us with 


Ay APG, FN aE SEO. YOUR COLLECTIONS 


Affiliated Institution in Syria and 





Lebanon: BANQUE DE SYRIE ET DU | ON PERU 
LIBAN. 
a) 
LONDON 20 22, Abchurch Lane, E.C.4 
MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer | PERU’S OLDEST NATIONAL COMMERCIAL BANK 
MARSEILLES 38, Rue St. Ferreol 
CASABLANCA 1. Place Ed. Doutte ESTABLISHED IN 1889 
ISTANBUL 




















BANK MANAGERS 
AT SEA? 








‘“*How can my legacy best benefit 
Sailors?” ask your clients. Should 
you find, understandably, that 
the number, variety and equal 
worthiness of marine societies 
leave you a little bewildered, ee 
remember King George’s Fund for Sailors. This central fund for 
over 120 marine societies is always informed of their needs, 

and dispenses grants accordingly. Your clients can rest assured 
that it will put their bequests to the best possible 

use for the benefit of a// ranks and ratings in a// sea services, or in 
accordance with their special desires. 


King George’s Fund for Sailors 
|, Chesham Street, London, S.W.!I. 












































FACTS ABOUT AUSTRALIA 





ESTABLISHED 1/817. 





Over 


3,000,000 


bales of wool exported yearly 


Australia is the world’s largest wool exporter and is 
one of the chief primary producing countries of the 
world. Her secondary industries are growing in import- 
ance and are well represented in her exports. The Bank 
of New South Wales welcomes enquiries about trade 
and business opportunities and the establishment 


of new enterprises in Australia and New Zealand. 


BANK OF 
NEW SOUTH WALES 


London Offices: 29 Threadneedle Street, E.C.2, and 47 Berkeley Square, W.| 








(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 





HEAD OFFICE: SYDNEY, AUSTRALIA 

































Manuracrurers Trust Company 


NEW YORK 





STATEMENT OF CONDITION, MARCH 31, 1952 





















































RESOURCES 

Cash and Due from Banks ..........."....... $782,840,721.45 
U.S. Government Securities ................ 828,986,706.8 1 
U.S. Government Insured F.H.A. Mortgages .. 78,809,495.76 
State, Municipal and Public Securities ........ 103,606,097.30 
Stock of Federal Reserve Bank .............. 3,595,050.00 
ns kM wake hee eeae ee ea wow wa 25,902,515.23 
Loans, Bills Purchased and Bankers’ Accept- 

ee ia a al ln ee oe en 805,451,689.20 
ON ee eee eT ee 16,232,477.57 
NN i ile a pala Sale a lias abil g 13,872,537.64 
Other Real Estate Bauities .............0208. 256,817.40 
Customers’ Liability for Acceptances.......... 10,073,835.35 
Accrued Interest and Other Resources ........ 6,273,066.76 

$2,675,901 ,010.47 
LIABILITIES 
ae 53-6 pe panes $50,390,000.00 
EE ee ee 69,444,000.00 
Undivided Profits ............ 45,415,457.92 
£165,249,457.92 
Reserve for Taxes, Unearned Discount, In- 

Re ery eer Te ry eer 15,964,841.16 
Dividend Payable April 15, 1952.............. 1,637,675.00 
Outstanding Acceptances. ................00. 10,396,099.43 
Liability as Endorser on Acceptances and 

id oa 6 kaw add aed ewe eS 5,777,904.20 
ila aid ce ad ti grid 1,021,436.50 
I tet le res Se ak OD eg 2,475,853,596.26 

$2,675,901,010.47 
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SEEV ER SMELTING AND REFINING 


The handling of silver-bearing materials of relatively low content ts 
one of the specialist services of our refineries. Mining by-products, 
residues and electrolytic slimes are treated in large quantities in a 
plant which has an immediate capacity of 1,500,000 oz. weekly. 
Upon instruction, the refined contents may be marketed or returned 


in any form desired. 


GOLD and Our refineries handle aiso bullion, cres, con- 
centrates, slags, mattes and mining by-pro- 
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THE CASE OF THE VANISHING VARNISH 


A “liquid asset” 
— till it disappeared from 
the books! 


HE Paint and Varnish manufacturing 
firm of A. Macnair and Co. Ltd., 
Manchester, was doing well. The volume 
of business had increased many times 
since 1939, and there were no complaints 
from management or factory employces. 
In the office, however, staff using pen 
and ink methods had to put in much 
overtime to get statements out by the 
middle of the following month— there 
just wasn’t time to check all items 
accurately. Sometimes, wrong figures 
were posted from the day book to the 
ledger account; sometimes, items were 
not posted to the ledger at all. The 
auditors, who were called in to make up 
the books at the end of the financial year 
(usually a six-months job), found that it 


was continually necessary to write off 


discrepancies to balance the books. 
Macnair’s realized the danger of these 
mounting overheads, and they called in 










cw L. BROW 


1 BUILDER & DEC 





THE BOOKS weren't readv to he made 
up till six months after the financial year 
ended. By then, discrepancies had to be 
written off. ... 


the Burroughs man to investigate and 
offer expert advice. He suggested slight 
adjustments to Macnair’s existing system 
and recommended a Burroughs Book- 
keeping Machine as practical for all the 
firm’s needs. 

Result? Although production has 
doubled and _ premises’ quadrupled, 
Macnair’s office staff is the same size. 
Statements are now sent out regularly on 
the second working day of each month. 
The audit for the year ending March 3lst, 
1951, was completed by April 19th! 


WHAT ABOUT YOU? 
If you are faced with any time-lag in 
obtaining full figures on the state of your 
business, your wisest step is to call in 
Burroughs now. They are experts in inter- 
preting figuring problems in relation to 
the latest systems, for Burroughs make the 
world’s broadest line of Adding, Calcu- 
lating, Accounting, Billing and Statistical 
Machines and Microfilm Equipment. 
Call in Burroughs today. Sales and 
service offices in principal cities round 
the world. Burroughs Adding Machine 
Limited, Avon House, 356-366 Oxford 
Street, London, W.1. 


For expert advice in any field of business figures... 


cau W Burroughs €3) 
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A Banker's Diary 





TuE rapid rise in the floating indebtedness of the British Electricity Authority 
—to no less than £121 millions by the end of March—had made it clear for 
some weeks past that a new market issue was inevitable; the 

After the new arrangements under which, from the beginning of this 


B.E.A. month, the banks are raising their advances’ rate to nationalized 
Loan industries from the very inadequate level of 2} per cent. to 


4 per cent. (as long as Bank rate is unchanged) probably did 
not have more than a marginal influence on the timing of the issue and the 
amount borrowed. In the event, the authorities have wisely eschewed the 
temptation to float a short or medium-dated stock. The terms of the {£150 
millions issue—a 4} per cent. stock, 1974-79, offered at g97—were not designed 
totempt surtax payers or life insurance funds, but were aimed, without giving 
very much away, at investors interested in securing a high coupon rate and 
at the growing pension funds. Ten per cent. of the subscription money was 
payable on application, with two further payments of 30 per cent. due on 
May 15 and June 11, and a final payment of 29 per cent. on July 24; the 
terms laid down, however, that payment could be made in full after allotment, 
under discount at 3 per cent. per annum. 

The B.E.A. will use much of this money to repay bank advances, and this 
will inevitably increase the banks’ liquidity. Moreover, in so far as the new stock 
has been taken up by the departments, the authorities can finance their 
subscriptions only by new borrowings on floating debt (which would further 
weaken their strategic hold over the banks’ liquidity ratios), by the sale of 
some of their existing gilt-edged holdings, or by a new funding issue on the 
market. Up to the time of writing, the gilt-edged market, with its eye on 
the continued strength of sterling, seems to have ignored this prospect with 
a cheerfulness that amounts almost to light-heartedness. The industrial 
market has followed its lead. These attitudes, as later articles in this issue of 
Ty—E BANKER demonstrate, take a great deal for granted. 

ALTHOUGH a great deal of nonsense has been written and spoken in the last 
few months about the alleged retail “ slump ’’, there seems to have been little 
coherent attempt to analyse the mass of sales statistics that 

The have recently become available. In the year to 7 31 

Retail last the value of sales in large stores was some 9 per cent. 

“Slump” higher than a year previously; the value of food uae was up 

by 10 per cent. and that of non-food sales by 7} per cent. The 
whole of these increases, however, were due to rises in price. Pivoves deducible 
from the March issue of the Monthly Digest of Statistics, which are analysed in 
the accompanying table, suggest that personal consumption, in terms of 
Constant (1948) prices, fell by £7 millions in 1951; the Economic Survey for 
1951—and Mr. Gaitskell’s budget that was tied to it—had aimed at a decrease 
of just under £50 millions in terms of 1948 prices. According to the preliminary 
stimates of the national income statisticians, personal saving, including 
Provision for stock appreciation, rose by £8 millions to the still exiguous total 











238 THE BANKER 





ee, 


of {95 millions in 1951, but a transfer of purchasing power from companies 
to wage earners (thanks to the rapid pace of wage increases) prevented the 
fall in consumption from being quite as big as had been hoped. 

It is true that last year’s approximate stability of consumption seems to 
have been the resultant of a rise of about 4 per cent. above the equivalent 
1950 level in the first half of the year, and a fall of the same proportion in 
the second half. Since much of the extravagant consumption in the first half 
of the year took place in the first three months of 1951—that is, before the 
budget was presented—this fall in sales in the autumn cannot really have 
come as a surprise. It fell mainly on textiles, footwear and household goods: 
these are precisely the sort of ‘ postponable purchases “ that a hard-pressed 
public should be expected to forgo when its purse begins to pinch. They also 
happen to be the goods that rose most in price between the end of 1950 and 


REAL CONSUMPTION 












































| C , Imported Price 
| At Constant 1948 Prices — Index 
(£ millions) o -_ (Oct.-Dec., 
| (1950 = 100) 1949 = 100) 
Jan.- Apr.- July- Oct.- Jan.- July- Final Quarter 
Mar. June Sept. Dec. June Dec. of Year 
Total Consumption: 1949 1986 2126 2196 2263 04 102 100 
1950 2030 2141 2255 2318 95 105 104 
I95I | 2155 2177 2189 22106 99 __~=sSW«iTO'!L 113 
Footwear .. .. 1949 | 35 47 ~~ 41 2 92 104 100 
1950 30047 44 B 93 107 106 
1951 30 45 34 40 oI 83 135 
Other Clothing .. 1949 155 194 161 224 88 100 100 
1950 162 190 185 #229 93 +#«2~108 105 
1951 186 181 147 188 96 87 120 
Household Goods 1949 127 143 #142 = 175 83 98 100 
1950 149 153 #=+§4157 #91 93 107 106 
I95I 171 158 134 #424156 IOl 89 124 
Tobacco .. .. 1949 | 177. 4186 199 179 97 102 Iol 
1950 | 176 186 = =197 186 97 103 103 
I95t | 183 193 200 193 IOI 105 104 
| 














—— 





the end of 1951; the sensitive re-distribution of personal expenditure in the 
face of differential price changes has been one of the few heartening signs of 
flexibility in the British economy since the war. Within the retail trade group 
the fall in the second half of the year naturally impinged most directly o 
the department stores in the centre of big towns, which deal almost entirely 
in merchandise that comes under the category of postponable purchases 
The cut was also concentrated more heavily in the north-west of Englan¢ 
(where the value of sales increased by only 6.6 per cent. last year) than in the 
south (where it increased by 10.3 per cent.). There is some slight evidence 
too, that the cutback was felt more sharply in the period of autumn lull that 
at the Christmas peak. . 

Such data as are available suggest that sales in the first three months 0 
1952 have been on a par with those towards the end rather than towards the 
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beginning of 1051. If this continues, Mr. Butler’s estimate of approximate 
stability of consumption between the two years may be falsified—in a way 
that would provide some much needed margin of safety for his risky budget 
arithmetic. In addition, of course, any fall in retail sales will impinge much 
more directly on industry now that retailers are exercising stricter control 
over stocks and that export markets for consumer goods are also proving 
“sticky ’’; 1t is possible, however, in spite of the plea to the contrary in the 
new Economic Survey, that Lancashire may try to meet this by short-time 
working and by extended “ holidays ’”’, rather than by the more desirable 
measures Of cutting prices to capture those export markets that are still 
open or by setting resources completely free to move into capital goods and 
reaarmament industries. In these circumstances, the Government’s duty is 
plain. It must not take any step that would prevent the desirable switch in 
resources; its decision to place £35 millions of new, or expedited, rearmament 
contracts for cloth goes as far as—in fact possibly further than—the needs of 
the hour permit. 


BANK advances continue to remain remarkably stable. In the four weeks to 
March 19, the clearing banks’ advances rose by £13.6 millions, compared with 
| an increase of {50.9 millions in the equivalent period of 1951 

Tight Rein and of {29.1 millions in that of 1950; moreover, £8.7 millions 
on of last month’s rise was due to increased loans by the National 
Advances‘ Provincial Bank, whose advances are often affected by sharp 
seasonal swings in large individual accounts. In the four 

months since mid-November the clearing banks’ advances have risen by only 
{21 millions, while their investments have fallen by £98 millions. Part of this 


March, Change on 

1952 Month Year 

#m. ém. fm. 
Deposits = 14 s 4 5887.4 —~ 5.8 - 149.1 
‘“ Net '’ Deposits* ae rr 5084.5 -~ 11.8 - 123.4 

* Y 

Liquid Assets .. Ais oa = 1872.3 (31.8) —- I.9 — 466.5 
Cash - “7 ms is 491.6 (8.35) 0.6 : 2.0 
Call Money is ‘s ro 526.3 (8.9) 0.5 - 10.6 
Bills a - av ma $54.3 (14.5) 1.8 —- 458.4 
Treasury Deposit Receipts .. ‘a — — 14.5 — 234.0 
Investments plus Advances .. - 3550.9 (65.9) + 4.0 5735.2 
Investments cs ‘i oe 1934.6 (32.9) — 9.0 382.5 
Advances .. ne es a 1946.2 (33.1) 13.6 192.7 


*After deducting items in course of collection. +Ratio of assets to published deposits. 


latter fall—including part of the £9 millions fall in investments last month— 
was no doubt due to writing-down of book values, but it is a remarkable tribute 
to the effectiveness of the new monetary policy that the banks should have 
come out of the season of heavy tax gathering, and thus of heavy demand 
lor loans, with their risk assets lower than when they went in. In the corre- 
sponding four weeks of 1950-51, clearing banks advances rose bye £155.7 
millions and their investments by £49.1 millions. The contrast between the 
‘Wo years is even sharper than these figures suggest for the pattern of bank 
lending in the past four months has, of course, been distorted by heavy bor- 
towing by the nationalized public utility industries, especially the B.E.A. 


Cl 
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Despite the tight rein kept on risk assets last month, net deposits fell by 
only £11.8 millions. Government repayment of indebtedness to the banking 
system amounted to only {16.4 millions, most of which was due to the extinc- 
tion of the last £14.5 millions of Treasury deposit receipts. In March, 1951, 
the equivalent Government repayment was {87.8 millions—and_ between 
November, 1950, and March, 1951, it was over £400 millions, or about £185 
millions more than in the same four months this winter. This lower rate of 
Government repayments has, of course, been due to heavier Government 
expenditure (especially on the rearmament programme) and, in the last two 
months at least, to smaller receipts from the sterling counterpart of the external 
deficit. In the months ahead the period of seasonal budget deficits will return 
and the external accounts should—unless present plans go sadly awry—move 
back towards overall surplus. It remains to be seen how far the consequent 
increase in the need for Government borrowing, together with the repayment 
of electricity advances out of the new funding issue, is allowed to ease the 
strain on the banks’ liquidity ratios. It will bea negation of sound and hitherto 
successful policy if this easing is allowed to go too far. 


THE 1951-52 financial year ended with an above-the-line surplus of £379 
millions (after allowing for sinking fund expenditure) and an overall deficit 
of £150 millions. As will be seen from the accompanying table, 

Budget _ these results were not significantly different from the provisional 

Outturn figures that Mr. Butler had announced in his budget speech 

three weeks before. The table also compares the outturn with’ 
Mr. Gaitskell’s original estimates for 1951-52 and with Mr. Butler’s estimates 
for 1952-53. In the tabulation of Mr. Gaitskell’s estimates the £160 millions 
margin for defence supplementaries that was provided for in last year’s budget 
is included in the estimate for defence expenditure (although a small part of it 
was supposed to be earmarked for civil defence) and the £40 millions Exchequer 
contribution to the national insurance fund (the suspension of which Mr. 
Gaitskell announced in his budget speech) is deducted from the published 
estimate of civil expenditure. In the tabulation of Mr. Butler’s estimates for 
1952-53 a deduction is made for the estimated saving of £80 millions of civil 
expenditure as a net result of the cut in the food subsidies and the increase 
in social service payments; however, the £85 millions of defence expenditure 
that was quietly forgotten in Mr. Butler’s budget estimates (because it was 
written off against the fictitious ‘‘ counterpart fund ’’ to American aid) is— 
since this is an essay in budget arithmetic—quietly forgotten here, too. In 
each column of the table sinking fund expenditure is included with consoli- 
dated fund expenditure. 

When the figures are set out in this way, the main reasons why last years 
surplus was £300 millions above estimate become clear. Defence expenditure 
fell £164 millions below estimate, and ordinary revenue—aided by intemal 
inflation and by high customs receipts from the excessive volume of imports 
—came out {197 millions above it. These factors were partly offset by another 
rise in civil expenditure, which was £52 millions greater than Mr. Gaitskel 
had envisaged; while below-the-line net loans to local authorities were 00 
less than £76 millions more than he budgeted for. In the current year ordinary 
revenue is expected to increase by another {228 millions despite the net tax 
reductions; this is largely due to the expectation of high tax receipts from las! 
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year’s company profits, which were, of course, appreciably inflated by a 
misleading element of stock appreciation. Defence expenditure (including 
the £85 millions written off against the “ counterpart fund ’’) is expected to 
rise by £352 millions, but civil expenditure is scheduled to fall by £203 millions; 
BUDGET ESTIMATES AND OUTTURN* 
(£ millions) 
1951-52 
— nti 1952-53 
Budget Provisional Actual Estimate 
Estimate Outturn Outturn 
Above the Line: 
: Inland Revenue .. 2302 2370 2362 2619 
Customs and Excise 1051 1755 1752 I8I5 
' Other Kevenue 283 315 319 227 
Total Ordinary Revenue 4230 4440 4433 4061 
Consolidated Fund Expenditure .. 534 592 592 625 
Defence Expenditure 1274 I112 L110 1377 
Civil Expenditure 22909 2370 2351 2148 
Total Ordinary Expenditure 4157 4074 4054 4150 
y Ordinary Surplus + 79 + 366 1.379 1511 
Below-the-Line Payments (72et) : 
Loans to Local Authorities 259 353 305 344 
al Other 207 171 1604 162 
: ) Net Below-the-Line Payments .. 496 524 529 506 
: Overall Balance .. i “ — 417 — 158 — 150 7 
ES * For method of tabulation, see text of accompanying editorial note. 
ns 
et below the line, it is believed that loans to local authorities should be slightly 
it reduced. It is important that these good intentions should be turned into 
ef practical achievement, instead of serving as paving stones along the usual 
Ir. and proverbial road. 
ed 
for THE operation and future of the European Payments Union has recently been 
vil made the subject of an exhaustive review by the managing board of the 
Ase Union, and its report was presented last month to the Council 
are E.P.U. of Ministers of the Organisation for European Economic Co- 
vas in operation. E.P.U. ends the first two years of its life on June 30 
— Suspense next and the question of its renewal and: possible amendment 
In is one of the most urgent matters in the debates now going on 
oli- in Q.E.E.C. in Paris. The report of the managing board, which was accepted 
by the Ministerial Council of O.E.E.C., gives a striking testimonial to the 
ar’s good work that has been done by E.P.U. over the past two years. Over that 
ure period the total trade transacted between member countries rose from an 
mal annual rate of $8,800 millions to one of $12,800 millions. Although some of 
orts this expansion merely reflects the higher level of prices, about half of it repre- 
ther sents an increase in the volume of trade. This expansion was due partly to 
kell the liberalization of trade—for which the whole scheme opened the door— 
» 0 between members of E.P.U. It was also due to the fact that, under the 
ary mechanism of E.P.U., the countries of Western Europe were freed from the 
tax need to concern themselves to balance their intra-area trade accounts bilaterally 
Jast and were enabled to deal with their balance of payments problem within the 
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membership of the Union as one single problem and not a series of individual 
balancing feats. E.P.U. deserves a great deal of the credit for the economic 
and commercial recovery in Europe during the past two years. Nothing but 
loss would be incurred if it were suddenly dropped. 

These well-deserved tributes should not be allowed to veil the fact that the 
Union has had to contend with very special difficulties and is at present in a 
decidedly weak position. The main difficulty is that, as a result of the post- 
Korean inflation of prices and of the stresses from rearmament, balances of 
payments of member countries have fluctuated much more wildly than had been 
anticipated; they have gone much beyond the swings that had been assumed 
when the various quotas allotted to members were calculated in 1950. Another 
serious difficulty, partly intensified by the first, is that the currencies of coun- 
tries in E.P.U. membership are not equally hard in relation to the currencies 
outside that membership and notably in relation to the dollar. Some members, 
such as Belgium, have been able to proceed much further than others in 
removing restrictions on their dollar imports. Their currencies, being more 
easily convertible into dollar commodities, have therefore tended to be in 
greater demand by other members of E.P.U. The result is that certain 
countries have persisted in running dollar deficits compensated by E.P.U. 
surpluses. This phenomenon has been partly responsible for the emergence of 
chronic creditors within E.P.U. 

As a result of the exceptional strains to which the Union has been subjected, 
its reserve position has been considerably weakened. The initial capital was 


provided by a grant of $350 millions from the United States, and this fund has © 


since been reinforced by the receipt of dollars granted by the United States 
to cover the E.P.U. deficits of certain financially weak members, such as 
Austria, Greece, Iceland and Turkey. These capital resources have been 
seriously encroached upon as a result of three principal circumstances: the 
chronic creditor position of certain countries; the fact that in the early stages 
of their deficits debtors do not have to pay as much gold as creditors receive 
at a similar stage; thirdly, and most important of all, the fact that when 
certain debtors have got into serious difficulty they have been given special 
assistance over and above their quota, thus depriving the Union of gold 
payments that by rights it should be receiving. The Union has, in fact, 
recently been saved from bankruptcy by the substantial gold payments made 
by the United Kingdom; the latest of these payments, relating to the deficit 
for March, amounted to £18,341,786. Britain is almost at the point at which 
it has exhausted its quota and where, therefore, any further deficit will have 
to be met as to 100 per cent. in gold. One of the issues that has yet to be 
discussed in deciding on the future of E.P.U. is the treatment that will be 
meted out to the chronic debtors and creditors. The United States authorities 
have been asked to make a supplementary donation to the capital resources 
of the Union. They are unlikely to comply unless the members themselves 
make their own contributions, either by increasing their quotas and therefore 
the credits they are prepared to grant to other members, or by amending the 
sliding scale on the basis of which deficits have to be paid in gold or covered 
by credits. These various possibilities have been raised in the report of the 
management board but no decision on them has been taken. The whole mattef 
has now been referred back by the Ministerial Council of O.E.E.C. to the 
management board of E.P.U. for reconsideration. 
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Can Monetary Policy Carry the Load? 


ISCUSSIONS since the budget, both inside and outside Parliament, 
| rave all served to deepen the first impression that an astonishingly 

heavy responsibility has been loaded on to the shoulders of monetary 
policy. The more the Government's economic policies are examined, the bigger 
is this responsibility seen to be. If Britain is to come safely through this 
latest crisis, and to do so with any real hope of breaking the wretched sequence 
of recurrent crises, three crucial objectives must be attained before the end of 
this year—and monetary policy has been entrusted with major responsibility 
for the assaults upon all three of them. The achievement required of it 1s, 
indeed, so much more formidable than had been expected that even those 
who, like THE BANKER, firmly believe in the effectiveness of monetary 
weapons are bound to ask whether they can be equal to the task. If an 
affirmative answer can be given there will still remain the important subsidiary 
question whether the weapons will need to be wielded more vigorously. 

The three objectives of policy are now widely recognized; but, to judge 
from the air of complacency among the general public, few people yet realize 
how difficult it will be to attain them. The first objective is, of course, to 
surmount the “‘ hump ”’ of strain upon the gold reserves, to sustain confidence 
in sterling sufficiently to prevent the reserves from dropping to an even more 
dangerously low level during the critical period before the import cuts and 
other measures develop their full effects. As an article on page 260 explains, 
the response to the efforts of recent weeks has been tolerably reassuring; 
overseas confidence in sterling is better than it was, but it certainly cannot 
vet be taken for granted that the danger of a major speculative drive is past. 
The danger will remain until such time as overseas opinion is convinced that 
the sterling area as a whole can and will establish a dependable equilibrium. 
The objective of the “‘ hump ”’ is not, therefore, a separate objective that will 
be either attained or disastrously missed within the next few months; the 
problem it presents will not be solved until there is a general conviction that 
the more fundamental objectives will also be attained- 

The second objective is to divert some £150-200 millions of plant, machinery 
and vehicles away from home investment into the export markets. As the 
Economic Survey (Cmd. 8509) reaffirms, these capital goods, vitally needed 
at home, are now virtually the only ones that Britain can hope to sell in 
increasing quantities abroad. That is the sole justification, given the acute- 
ness of this year’s danger to the reserves, for the desperate expedient of 
penalizing home industry and threatening its future productivity by these 
diversions. This switching process, difficult though it will be to achieve in 
the short time available, will still not provide any fundamental contribution 
to the solution of Britain’s difficulties. There is no assurance that conditions 
in export markets will be basically different in 1953 or i954. The Govern- 
ment dare not base its policies now upon the assumption that in those years 
there will be a strong revival of overseas demands for consumer goods. On 
the contrary, all recent evidence goes to prove that in the years ahead capital 
goods will have to play a much bigger part in British exports than they have 
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done in these recent years of relatively easy exporting. The external gap 
that has to be filled at such industrial cost this year will have to be filled 
again by similar goods next year, and in 1954, and perhaps beyond that. 
Moreover, if sure equilibrium is to be attained, the total volume of exports 
required in those years must be substantially above this year’s target. 
Imports cannot for long be kept down to this year’s level without doing basic 
damage to the national economy; indeed, even in the short run the import 
cuts may threaten productivity unless more economical habits in the holding 
of stocks and in utilization of materials can be induced. In addition, it is 
imperative that Britain should for some years run a substantial external 
surplus, to build up the cushion of gold reserves that is. indispensable if each 
recurrent lean year is not to plunge the nation into new crisis. All this implies 
that the need for exports of capital goods will rise beyond the quantities 
envisaged this year. If, therefore, the remedies for this year’s crisis are to 
be better than mere postponements of danger British industry must not again 
be starved of capital goods as it is perforce being starved now. 

The third crucial objective, more difficult even than the second, is therefore 
to ensure a sufficient expansion of the output of capital goods to provide in 
future years at least this year’s hoped-for rate of export and to permit at the 
same time a substantial increase in industrial investment at home. The 
expansion of output required certainly goes much beyond anything that can 
be hoped for from rising productivity in the industries concerned. The 
inexorable need is for a flow of labour and other productive resources into. 
these critical industries; and this labour has perforce to be provided, directly 
or indirectly, by a release of workers from the marginal consumer goods 
industries supplying the home market and from those industries whose export 
markets are likely to remain below the abnormally expanded levels of recent 
years. It is imperative to realize that this objective of producing a switching 
of labour, which raises the most difficult of all social and political issues, is 
not a remote or contingent objective. The additional output of capital goods 
must be flowing into export markets and into home investment by not later 
than, say, the middle of next year; this means that the difficult process of 
expansion must start at once, and must steadily increase its tempo. ‘‘At any 
time,’ declare the authors of the Economic Survey, ‘a movement of workers 
from contracting to expanding industries is a condition of economic progress; 
at the present time, it is a condition of national survival.”’ 


No NEw Non-MONETARY POLICIES 


Before the budget, it had been taken for granted that non-monetary 
measures, and especially budgetary ones, would play a large part in the 
general effort to make and keep Britain solvent. But in the short run, as 
we argued in these columns last month, the influence of the budget will be, 
at best, neutral; any benefits from the modest attempt to improve incentives 
for workers will develop only slowly, and in the meantime the general formula 
of budgeting may still prove to have been too soft to keep inflationary pressures 
in check—despite the malaise in the textile industries. The Government 
has not, in fact, added any non-monetary weapons to those employed by the 
Labour Government. For the curtailment of domestic investment and the 
diversion of goods from home to overseas markets it is relying upon the 
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familiar methods of physical control, coercion (usually described by the 
euphemism of “ discussing with industry the best means of securing its 
co-operation ’’) and mere exhortation—methods that have worked with only 
scant success in the past. The only new budgetary device designed for the 
same purpose is one initiated by Mr. Gaitskell, the unselective device of 
suspending initial allowances. For the really fundamental purpose of 
re-shaping the national economy by inducing some redistribution of labour, 
no new non-monetary measures at all have become discernible. The sole 
new influence is one for which the Government would certainly disclaim 
responsibility—the intensification of the difficulties of the textile industries 
and others by the sterling area import cuts. This is indeed an influence that 
could be turned to good account; the localized deflation may do some of the 
work of inducing labour transfers that would otherwise have needed to be 
done by generalized budgetary deflation. The argument of the Economic 
Survey, as well as the rejection of the appeals for purchase tax concessions, 
suggests that this is recognized. But the extent to which these local misfortunes 
work in the national interest will depend not only upon the Government’s 
courage in such matters but also, and perhaps mainly, upon the firmness with 
which monetary policy presses at the vulnerable points. 

Monetary policy, instead of being treated only as an auxiliary, from which 
relatively little was expected—which was the role apparently indicated by 
Mr. Butler's first explanations last November—is now seen to have been 
thrust into the hottest parts of the battle. In the assaults upon every one 
of the three crucial objectives, the bankers are now in the front line. More- 
over, the forces behind them are weak and undependable; and those assigned 
to the most fundamental objectives are dangerously prone to political distrac- 
tions or even disaffection, as the muddle over train fares all too plainly shows. 
Is it possible that the monetary weapons, so recently disdained by the higher 
command, can carry the day—and the to-morrow ? 





MONETARY DISCIPLINE—THE FIrST FIVE MONTHS 


The bankers themselves have been rediscovering, generally with some 
surprise, the strength of the weapons entrusted to them. Though still smarting 
from the shock of the offensive in which they have been so suddenly embroiled, 
they all agree that the strategy and tactics are yielding results that reach the 
best expectations, and are certainly confounding the arguments of the non- 
monetary school of tacticians. Since the vigorous increase in Bank rate, 
moreover, critics of the opposite school no longer have reason to fear that 
the initiative may fail through half-heartedness. As for the monetary 
authorities themselves, it seems probable that they, too, are well 
satisfied with what has been achieved in so short a time by weapons so long 
mert. They can point to the success of their technical measures—such as 
the ban on re-finance credits—as well as dearer money, in compelling some 
narrowing of the short position in sterling; to the fact that the total of bank 
advances, instead of rising rapidly, has actually been stabilized, if the public 
utility industries are left out of the reckoning; and to the many signs that 
tighter money is producing a mood of restraint throughout the economy. 

This evidence of achievement, impressive though it is, is not enough, 
however, to demonstrate that monetary policy can encompass the very 
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arduous tasks that have to be accomplished if the ultimate goal is to be 
reached. Still less does it argue that there will be no need for any further 
turn of the monetary screw. Commercial bankers, if not the authorities, are 
naturally disposed to judge results by their own success in meeting the 
resistance the new measures encounter. Most of them believed last November 
that their response to the official ‘“‘ requests” had already kept advances 
down to the bare minimum; they do not find it easy to turn down applications 
from good customers; and if, in the past few months, they have succeeded in 
stabilizing their total lendings to the private sector, despite the provision of 
additional finance for the expanding engineering industries, and have at the 
same time levered up their advances charges, they naturally feel they have 
done all that could be expected of them. 

In short, they measure achievement by the shape of their balance sheets 
and asset ratios—and perhaps also by the degree of pain they feel when they 
look to the state of their inner reserves and gilt-edged portfolios. They do 
not measure it by reference to the crucial overriding objectives of national 
policy. Indeed, the suggestion that they themselves are in the front line may 
appear to them as unfamiliar, even as far-fetched and fanciful. If con- 
fronted with the question whether monetary policy can, by restraining 
advances and generally tightening money, produce the requisite switch of 
capital goods from home investment into export markets, few bankers would 
go further than say that it can be an important contributory factor. And 
to the more fundamental question whether such measures could or should be 
expected to produce any notable switch of labour into the capital goods 
industries, the bankers would give a resounding negative. 

This attitude probably does rather less than justice to the strength of 
monetary weapons, even as at present deployed. It springs partly from the 
sheer unfamiliarity, among practical bankers, of this national approach to 
their work and fesponsibilities. If the questions are put differently, most of 
them would certainly admit that their tougher vigilance in scrutinizing appl- 
cations for advances is already exerting a perceptible restraint upon invest- 
ment outlays—a restraint that is by no means confined to the holding of stocks, 
which is the point at which credit discipline is generally assumed to operate 
most potently. After these post-war years in which a complex of fiscal and 
political influences have forced businesses to lean heavily upon their bankers 
for all types of loan finance, and in which virtually the normal method of 
financing any capital expansion has been by bank credit first, followed by 
funding on the market as and when possible, tougher lending policies by the 
banks can certainly impinge very directly upon fixed investment—especially 
when the “ stickiness ”’ of the banks is reinforced by the borrowers’ knowledge 
that it may be difficult, and will certainly be costly, to refinance through the 
market. In this context, it may be noted that even the banks’ recent 
reluctance to lend for the finance of tax payments if the applicants are known 
to hold marketable securities, helps to restrain investment indirectly—sinee 
the enforced sales of securities augment the difficulties of market financing 
generally. The effects of tighter lending must always be in some degret 
pervasive; they are not confined to those who directly feel the pinch. 

Nor is the influence exerted only through those would-be borrowers wh0 
meet with a blank refusal of their applications, or are offered sums much 
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smaller than those they sought. The more critical attitude adopted by 
bankers, even though it falls short of unconditional refusal or scaling-down, 
may often induce second thoughts about the wisdom of the underlying project 
itself. Leading bankers have reported that under the new conditions, and 
especially since doubts began to arise about the longer-term business prospect 
(doubts that are themselves partly a product of the pervasive effects of 
tighter money), it has become very much easier to dissuade industrialists from 
embarking upon investment projects. The banks are convinced, too, that 
many customers, notably in the categories of small businesses and professional 
and personal accounts, have abstained from seeking accommodation merely 
because they have taken it for granted that their applications would now be 
turned down—a fact that is widely adduced as explaining why the check to 
total advances has occurred more quickly than was at first expected. Very 
few bankers, incidentally, regard the higher level of interest rates as being 
a major contributory cause of these abstentions. This opinion may be sound; 
but until it becomes demonstrably so it is relevant to note its close resemblance 
to the misplaced scepticism about the value of monetary weapons that was 
so widespread before last November. 

In the face of this impressive, though empirical, evidence of the degree of 
restraint that is being exerted, it may appear surprising that the bankers 
doubt the capacity of monetary policy to attain at least the second of the 
underlying objectives—the economy in stock-holding and the release of 
capital goods for export. Here, too, the bankers may be right; it is too soon 
to obtain quantitative evidence to prove the point one way or the other. 
There is room for suspicion, however, that in some instances at least the 
banks’ views are unconsciously coloured by wishful thinking. No one disputes 
that the swing to monetary orthodoxy has had salutary effects. This being 
so, it might be expected that the banks would regard recent experience as 
proving the potentialities of the policy, and that they would now contend 
that if the present pressure proved not to be strong enough to do what is 
needed, a stronger pressure would stand at least a good chance of doing so. 
But hardly any of them say this. The general attitude is that, if the present 
policy does not suffice, then no monetary policy will suffice, so that it would 
be almost pointless to raise the pressure in any case. Though few of them 
perhaps realise it, they are saying now, in principle, precisely what they said 
under the old lax monetary policy; they said last autumn that they could not 
“ see’ how their lending practices could be perceptibly toughened—after all, 
were they not confining their lendings strictly to ‘‘ essential’? purposes ? 
Now that they have become tougher than they ever expected to be again, 
and are cutting “‘ to the bone ”’ the credits to borrowers who have no special 
clams on grounds of national interest, they feel that the ultimate limit has 
been very nearly reached—after all, a banker surely has ‘“‘ certain obligations ” 
to his old-established customers 2? Some bankers, indeed, are disposed to 
merge the two obligations, and to contend that their national duty is to avoid 
embarrassing good customers who are already hard-pressed—provided only 
that their difficulties were ‘‘ not of their own making 

One suspects that these twistings and turnings about the same opinion 
spring unconsciously from the knowledge that, pointless or not, any further 
tightening of monetary policy would be acutely painful for the banks, in more 
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ways than one. The move of last November, modest though it was in terms 
of interest rates, was indisputably painful, notably through its severe effects 
upon the gilt-edged market and the strain thrown upon inner reserves already 
eroded by almost five years of declining values. After this first shock, many 
bankers regarded any further substantial rise in Bank rate as unthinkable; 
and when it happened, and brought violent adjustments in the short bond 
market, they felt they had been handed a raw deal—especially in the matter 
of the funding operation of last November. The fact that gilt-edged have 
since enjoyed a considerable recovery has not brought much consolation— 
partly, it seems, because the banks have lately been preoccupied with yet 
another serious worry, the burden imposed upon them by the major series of 
salary revisions (discussed in an article on page 283). These experiences help 
to explain why any further turn of the monetary screw is regarded as not 
merely unthinkable but unnecessary: the banks are anxious to convince 
themselves that it just cannot happen. They are well aware that, if it did 
happen, the misfortunes for them would not flow only from the probable 
repercussions upon the gilt-edged market. If they were forced to tighten the 
credit supply much further, they would certainly feel that they were giving 
offence to many valued customers (as, indeed, they are probably doing to 
some extent now). As the indirect repercussions of further restraint began to 
manifest themselves, the threat of bad debts would loom larger, yet the total 
of earning assets would decline. And, worst possibility of all, the banks 
would feel exposed to the risk of incurring considerable political odium. 


When such considerations are borne in mind, it is easy to sympathize with 


the attitude of the banks: they feel already that difficulties are closing in 
upon them from all sides. But a realistic view of the vital needs of the 
national economy demands that the ugly, unthinkable question should be 
asked; and it is, indeed, in the interests of the banks themselves that they 
should face the possibilities without self-deception. It may be that the 
essential release of investment goods and conservation of stocks can be 
attained by policies of the present intensity; but, if this seemed improbable, 
there would be no doubt at all that a firmer monetary pressure would produce 
a better result in these directions, and would certainly be greatly preferable 
to any major extensions of the dragooning methods of physical control. The 
monetary authorities have a duty to watch this position with the utmost 
vigilance. If a tightening seems necessary, it ought to be imposed by, say, 
midsummer, for any resultant relief to the balance of payments would accrue 
only after a considerable time-lag. 

The authorities also have an equal duty to watch closely the progress 
towards the more fundamental objective of expanding the critical capital 
goods industries. Here the possibilities are more disturbing, and the time- 
interval within which any requisite new decisions ought to be taken is not 
much longer. Admittedly, there is substance in the argument that monetary 
pressures alone cannot hope to induce a switch of labour and other resources 
on the scale required—not, at least, without provoking a quite uneconomic 
degree of deflation and risking serious political and social unrest. But the 
objective itself is of crucial importance; scarcely any other overt policies are 
working to achieve it; and it is undeniable that monetary policy can make 
some contribution—even though the possibilities are circumscribed by many 
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physical and human factors, of which the availability of housing is only the 
most obvious. Some small redistribution of labour on the necessary pattern 
is already taking place, and in present circumstances the best hope of aug- 
menting it is by ensuring the maximum of reasonably feasible transfers from 
the industries at present suffering a recession. Here, plainly, monetary 
policy could play an important role, for most of the businesses concerned are 
already heavily dependent upon their bankers for the finance of abnormally 
swollen stocks—not to mention that of arriving consignments of raw material 
ordered when the level of prospective demand looked much higher. 

Obviously, neither the monetary authorities nor the commercial bankers 
can be expected to exert any pronounced pressure in these directions unless 
the Government intends these requisite transfers of labour to take place— 
and if the Government does not intend it, it might as well confess at once that 
it has not, after all, any plan that promises escape from the vista of recurrent 
crises of insolvency. But if the Government has both the intention and the 
courage to stick to it, it must be presumed to have deliberately chosen monetary 
policy as the instrument for doing whatever is left undone by other devices 
intended for this purpose. It must stand ready not only to sponsor whatever 
degree of monetary pressure is needed, but also to take publicly upon its own 
shoulders whatever odium arises from the discomforts the pressure must 
cause. [he bankers have been thrust into the heat of the economic battle, 
but they cannot be expected to fight the political battle as well. 

If it is once made plain that they are not to be sacrificed as whipping-boys 
for the Government’s own sins of omission, the bankers will have—and will 
surely recognize—an obligation to co-operate to the full in this unpalatable 
task. The hard fact has to be realized that the extended financing of these 
accumulated stocks works directly counter to the vital objective. Though 
some bankers are now adopting a firmer attitude than others to these borrowers, 
there seems little doubt that the facilities afforded are relatively liberal. The 
degree of firmness is certainly not to be compared with that now being imposed 





upon personal customers, or upon non-priority industries outside the present 


b 


range of ‘“‘ recession ’’’. What is needed is an austere, though not a ruthless, 
policy towards all holders of unusually large stocks, and a particularly firm 
attitude towards all marginal units. The guiding principle must be that 
stocks of finished goods are kept moving reasonably freely, so that the over- 
drafts are steadily reduced; and the criterion of speed of movement, though 
kept below that of a serious spate of forced sales, should most decidedly not 
be the maintenance of normal profit margins. 


WILL A TOUGHER POLICY BE NEEDED ? 


It is just conceivable that the natural pressures upon these industries may 
suffice for a time to keep a flow of labour moving into other essential industries, 
or to drive the disaffected industries into more efficient and more exportable 
lines of output, at something approaching the limits set by other factors. 
But if and when any marked reinforcement is required from monetary pressures, 
It is most unlikely to be secured without some further tightening of official 
policy. The banks, however clearly they are seized of their national duty, 
will not readily pursue such unpopular tactics unless they can clearly say that 
oficial pressures upon them leave them with no alternative. At this stage, 
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when the requirements are still contingent, it is premature to debate what 
form any tightening of policy might or should take. It seems probable, 
however, that the first move in any tightening designed for this purpose 
would be exerted through pressure upon bank liquidity rather than by a 
further general lifting of rates; and, for various reasons, this means that there 
would almost certainly be a direct impact upon the gilt-edged market. 

Indeed, if tautness in the pattern of bank liquidity is the primary requisite, 
there will be the technical difficulty that in the next few months other influences 
will be tending actually to relax thé pressure. Apart altogether from the 
Exchequer’s seasonal need to borrow, and apart from the expected cessation 
of the flow of external finance as the “ overall ’’ balance of payments reaches 
equilibrium, there is the fact that the new £150 millions electricity loan will 
achieve the long-overdue funding of bank advances, so that the technical 
structure of banking ratios will be eased. 

[t should be noted, too, that the potency of the liquidity weapon has 
lately been diminished somewhat by the rather irrational firmness of the gilt- 
edged market. Later in the year the authorities have to refinance the {450 
millions of the shortest of the new funding stocks and the £60 millions of 
Transport stock placed as a short-term expedient with the National Debt 
Commissioners last December, as well as to prepare for the refinancing of the 
£522 millions of 2} per cent. National War Bonds, 1951-53. All this leaves 
no doubt at all that a vigorous funding operation will be needed merely to 
sustain the present strength of monetary policy; and if the policy 1s to be 
toughened further, the funding might have to be of a kind that the gilt-edged 
market would find distinctly unpalatable. These technical considerations 
plainly add their own peculiar quota of demands upon the Government's 
courage, if monetary policy really is to be fully limbered up. 

The conclusion that emerges is that this policy can play a major part in 
the work of cutting home investment, and a smaller but still vital part in 
reinforcing the present rather localized forces making for a redistribution of 
labour. But if a stronger and more general pressure is needed for this latter 
purpose, monetary weapons probably could not impose it unless impelled by 
more drastic tactics than have yet been contemplated, since the object then 
would be to curtail domestic consumption as well as investment. Credit 
restraint will not have strong and direct effects upon consumption unless it 
goes to the point at which consumer demand is checked because workers are 
discharged—in response to monetary pressure rather than to a fall in overseas 
demand. Short of this point, the direct effect of monetary policy upon con- 
sumption is mainly confined, as now, to the very small segment of consumers 
who habitually live wholly or partly upon capital. There are, of course, the 
" pervasive indirect effects upon consumers generally—always almost incom- 
mensurable effects, and in present circumstances probably not strong ones. 
It is still possible, too, that the budget will prove to have been too lenient, 
so that the repercussive effects of the localized recession may be fully 
neutralized during the course of the year, and even the hoped-for direct 
effects of labour transfers may be minimized. If this happens, most bankers 
would say that Government policy had failed at the source, and that monetary 
policy could scarcely be expected to fill so gaping a void. 

In any case, it is clear that the chances of monetary action sufficient to 
make much headway towards the really fundamental objectives depend 
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absolutely on the degree of the Government’s courage. On that ultimate 
issue, the indications so far—especially the utterly deplorable capitulation in 
the matter of the rail fares—are not propitious. The wishful thinkers, the 
many who rejoice in softness, may be able to keep their heads in the sand a 
little longer: why worry about the crisis of 1953 or 1954 if disaster can be 
averted, however narrowly, in 1952 ? 





Banking Trends in Perspective 


The following tables have been devised to show the changing effects of the new 
monetary policy upon the commercial banking system. The first two analyse advances 
and wnvestment policy and liquidity ratios since last October, while the third shows 
the trends of deposits and of the distribution of assets over thirty years. Analyses of 
this kind will in future be included in our regular series of “‘ Banking Statistics ”’ 
(see page 295). 

Trend of “ Risk” Assets 


(Figures in italics show percentages of gross deposits) 


Actual Change in: Advances plus Investments 
(4mn.) ({mn.) Ratio 
Chet... Nov., Dec.-Feb., Mar., (et... Feb., Mar., 
1951 1951 1951-52 1952 195! 1952 1952 
Barclays: 
Advances... rv 368.5 371.0 + 4 — 1.4) 
0/ 270 2 >¢ 
4 a 5G 29.2 29.3 L - - : 
¥ 65.3 65. 
Investments. . 314.8 425.7 —- 9.4 — | = JJ a4 
o%, ia v 25.0 33.6 J 
Lloyds: 
Advances... es 345.2 351.1 —- 1.2 4.9 ) 
yy - ‘a 0.2 0.7 
es : J J ; _ : L 54-9 64.0 64.2 
Investments. . - 279.6 371.2 — 12.7 - o5f ° 
“ —“ a 24.4 32.5 J 
Midland: 
Advances... 4 393.3 397.1 + 3.6 —- 2.5 ) 
o/ 29.6 30.1 
/O *-* *- 3 * nd 66 66 
Investments. . sia 329.4 433.8 —- 8.4 —- oO.! D44 wy sii 
"% - - 24.9 32.5 J 
National Provincial: 
Advances... a 290.3 298.1 —- 7.1 + 8.8) 
0/ e 7 2D 
/o seas 35-4 37-2 maids ‘ine a 
Investments. . a 165.9 230.9 — 25.7 —- 4.0 > D9 9-4 2D+3 
% ‘sh a 20.2 28.8 J 
Westminster : 
Advances... bi 248.6 249.5 + 89 + 2.2) 
0/ > 6 
/9 = o° ZI .2 31.0 _ Se8 is 
Investments. . os 209.4 203.0 ~ 22.2 — 74 2 ne 
7 26.3 33-4 J 
District : 
Advances... i 60.1 62.6 + 1.6 + 0.2 ) 
0 I- 6 »# 6 
0 a4 = ‘)- ) zQ. ~f, ) ‘oO 
4.1 S.€ 08, 
Investments. . _ 71.5 O1.6 = 4.1 - 1.3 > J 05.9 ia 
0/ F ~- In 
/0 4 _ 30.5 38.9 J 
Martins: 
Advances - ra 89.0 O1.4 — 3.7 —- 2.1) 
v iu 29.1 29. 
/0 } ).3 16 —— 
Investments. . a 795.2 102.5 - I1.2 - 4.6 } 34-9 03-4 62.7 
0/ ~- = 
/ eA ea 25.5 33.0 J 
Eleven Clearing Banks : 
Advances ss .. 1,897.0 1,925.2 + 7.5 + 13.6) 
v 
0 es 30.6 gr.3 . 
, 55-7 5.5 
Investments. . oe 1,555.2 2.032.7 — 89.1 —- 9.0 JI*4 05.2 60.0 
0/ » 
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Trend of Bank Liquidity 

















I951 1952 
Oct. Nov. Dec. Jan. Feb. March 
“Yo Yo “Yo yA % Vo 
Liquid Assets* : 
Barclays 40.0 32.8 33.8 33.7 31.6 32.0 
Lloyds 40.0 32.8 32.8 34.4 31.3 31.3 
Midland Di 40.2 32.8 34.1 32.9 31.1 31.1 
National Provincial 39.4 30.6 33.7 34.1 32.8 33.4 
Westminster 30.7 30.4 30.8 33.2 31.3 31.2 
District 38.0 30.5 30.4 30.9 29.2 30.0 
Martins a - 7. 39.8 33.2 34.5 34.5 33.8 34.1 
Eleven Clearing Banks 39.0 32.0 33.2 33.8 31.9 31.8 
* Cash, call money and bills. 
Banking Trends over Thirty Years* 
Liquid Assets Risk “ Assets _ 
Net Invest- nanne Combined 
Averages Deposits Actual Ratio a letanees ments nies Ratio 
of Months: {mn. émn. A {mn. {mn. y > 
192! 1,759 630 35 — 325 533 64 
1922 85727 655 37 — 391 750 64 
1923 1,625 551 35 — 350 701 07 
1924 1,015 545 33 — 341 sod 69 
1925 1,610 539 32 --- 256 S50 69 
1926 1,615 532 32 — 205 892 70 
1927 1,001 553 32 — 254 925 69 
1925 1,71! 554 33 — 254 945 68 
1929 1,745 505 32 — 257 gg! 69 
1930 1,75! 590 33 — 255 963 68 
I93I ee f 500 32 — 301 O19 69 
1932 1,745 OI! 34 — 345 344 67 
1933 1,909 608 34 — 537 759 66 
1934 1,534 576 31 — 500 753 70 
1935 1,951 623 31 -— 615 769 69 
1936 2,088 692 2 ae 614 839 68 
19360 2,160 713 32 — 643 865 68 
1937 2,225 683 30 — 652 954 70 
1938 2,218 672 30 — 637 976 7I 
1939 2,131 648 29 — 608 ggI 71 
1940 2,419 795 31 73 666 955 05 
1941 2,863 670 2 495 894 858 59 
1942 3,159 712 22 642 1,009 797 57 
1943 3554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,511 1,150 703 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,403 1,646 29 1,308 1,474 1,107 40 
1948 5,713 1,703 29 1,234 1,479 1,320 47 
1949 5,772 1,920 32 953 1,505 1,440 49 
1950 5,311 2,345 39 430 1,505 1,003 52 
I95I 5,931 2,308 38 247 1,624 1,822 56 
1951: 
Oct. 5,951 2,423 39.1 77 1,555 1,897 55-7 
Nov. 5,973 1,951 32.0 1038 2,033 1,925 64.0 
Dec. 6,035 2,100 33.2 102 1,966 1,931 61.5 
1952: 
Jan. 5,958 2,092 33.8 66 1,954 1,912 62.3 
Feb. 5,006 1,574 31.9 15 1,944 1,933 65.8 
March 5,085 1,872 31.8 — 1,935 1,940 66.0 


* Ten clearing banks for 1921-35, thereafter eleven; the first, and italicized, line for 1936 
adjusts the official figures to exclude the District Bank, and thus helps to join the break in con- 
tinuity of the series. 
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The Risk of American Slump 


N the year to April, 1951, American industrial production expanded with 
| extraordinary vigour; the monthly indices rose from 190 to 223 per cent. of 

the 1935-39 average, or by no less than 17 per cent. In the year since then 
they have oscillated sluggishly around a mean level of 219. For the past 
twelve months, in other words, the American economy has been standing still. 
The major economic question of the moment is whether, when it starts to move 
again, it will climb to new heights or slide back into slump, dragging the 
rest of the world behind it. 

At least twice before in the past seven years—immediately after the war 
and then again in 1948-49—forebodings about American slump have cast their 
shadow over business forecasts. On each occasion the fears were dissipated, 
indeed made to look rather foolish, by subsequent super-boom. One way of 
testing whether present forebodings are likely to be made to look equally 
foolish may therefore be to examine the factors that confounded the pessimists 
in 1946 and 1948-49 and then to consider whether factors of the same genre 
are likely to operate this time. 

The factors that explain—or seem to explain—why there was no American 
slump immediately after the end of the war are analysed, in statistical form, in 
Tables I and II. In 1946, it will be seen, the American Government’s ex- 
penditure on defence fell by $55 billions, but consumption and investment each 
rose by $24 billions and Government civil expenditure rose by $3 billions; 
in consequence, the money value of gross national product declined by only 
$4 billions. It is true that the rise in prices during the year meant that the real 
fallin production was greater than these figures suggest; in terms of constant 
(1951) prices, as Table II shows, gross national product is estimated to have 
fallen by $36 billions (or 12 per cent.) between 1945 and 1946, and the Federal 
Reserve Board’s index of industrial production fell by 16 per cent. But this 
was largely due to the natural cessation after VJ Day of excessive overtime 
working and to the voluntary withdrawal of labour from paid employment in 
the armed forces and war factories; men went back to college and women back 
to the kitchen. In the American economy the price level is determined much 
more by internal demand and supply than by fluctuations in import prices. 
Trends in the money value of gross national product (as set down in Table I) 
are therefore a much better guide to innate inflationary or deflationary trends 
than similar figures would be in Britain. 

In 1947 consumers continued to stock up the goods that had been denied 
to them during the war; as Table II shows, the estimate of personal saving as a 
percentage of disposable income—a rather shaky estimate—fell to an all-time 
low point. New construction and the installation of producers’ equipment 
also continued to go rapidly ahead. Industrial production rose by 10 per cent. 
in the year, and unemployment declined to a new peace-time nadir at 2.1 
millions, but, thanks partly to a fall in the “ output ”’ of the non-industrial 
sector, the real value of gross national product remained very stable. In 
consequence, demand pressed further ahead of supply, consumer prices rose 
rapidly and inventories were run down to a shoestring level. Then, at the be- 
ginning of 1948, consumers, having filled up the war-generated backlog of 
their needs, levelled off their expenditure and started to save a greater pro- 
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portion of their still rising incomes. The stage of the second threatened post- 
wer slump had arrived. 

This second threat did not begin to show itself in the indices of production, 
prices and unemployment until 1949. There were two main reasons for this 
delay. First, manufacturers and merchants were intent on building up their 
depleted inventories—or, if they were not so intent, had to accept delivery of 
orders already placed. Secondly, there was a similar backlog of contracts for 
new industrial construction and producers equipment. In 1948, as a whole, 
therefore, industrial production rose by 3 per cent., consumer prices rose by 
74 per cent., unemployment remained stable and gross national product rose 
by $26 billions (compared with a rise of $22 billions in 1947). 





THE LESSONS OF 1949 
There followed the revealing year, 1949—the year when the expected 
recession began to show in the indices. Merchants cut their orders to manu- 
TABLE I 


INCREASES IN AMERICAN PRODUCTION AND DEMAND 
($ billions) 





1940 1947 19438 1949 1950 195I 
Durable consumption 7 me + § + 65 + 2 + J 5 a ¥ 
Non-durable consumption + II i 9 - 6 - 2 + 4 - 9 
Services Pi 5 5 r s ~ 3 +, # t 5 
Total consumption 24 19 13 2 + 13 12 
New construction 6 4 4 Nil 5 Nil 
Producers’ equipment 5 5 3 - JI + 3 + 5 
Inventory accumulation 7 7 6 —- 8 + 8 + 5 
Foreign investment .. 6 4 - 7 —- J —- 3 L 3 
Total investment 24 6 6 — 10 + 13 13 
Defence expenditure a —~ 55 + 3 Nil + 18 
Other Government expenditure* 3 5 5 4 - I 3 
Total Government .. os ea — 52 — 3 8 7 —- I 21 
Gross national product ia - —- 4 22 26 - 2 + 25 L 45 


* Excluding transfer payments. 


facturers and sharply ran down their stocks. ny sraperanie and prices fell and 
unemployment increased from 2.1 to 3.4 millions (or 54 per cent. of the labour 
force). Across the world, currencies ictal in dey vhuihine against the dollar, 
and professors of economics explained to their students that the Keynesian 
multiplier ”’ was likely to turn this recession into slump. 

But the slump never came. It is important to try to assess the reasons 
why, and to examine whether they offer hope for the future or were merely 
peculiar to the circumstances of 1949. In the first place, although per rsonal 
incomes before tax fell in that year by $44 billions (and incomes afte r tax by 
about $2 billions), consumption slightly increased—because the proportion of 
incomes saved dropped from 5.6 to 3.4 per cent. There had been a fear, and 
there remains a fear to-day, that once American consumers believed that 
prices were going to fall they would have the power to hold off the market 
for much longer periods than poorer communities have been able to do in the 
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past; something like 40 per cent. of current expenditure by American con- 
sumers seems to be of the sort that can be postponed in anticipation of a price 
fall, and this is a proportion that has never been achieved in any country before. 
But the lesson of 1949 is that, despite the price-falls then taking place, such 
postponement did not happen. 

Secondly, although the rate of installation of new plant and equipment in 
American factories ceased to rise in 1949, it did not actually fall. This influence, 
too, offered a respite that was unexpected. In the current issue of the Economic 
Journal, Professor D. Hamberg, of Delaware University, argues that America 
has been characterized since the war by “ a lack of ‘ autonomous’ investment, 
particularly the type emanating from great innovations. Onthecontrary .. . 
a distressing amount of investment appears to have been of the ‘ induced’ 
variety, signifying that it will tend to be functionally related to the level of 
national income, instead of being independent of and leading the latter’”’. 
In other words, there is a strong theoretical presumption that when inflation 
tails off in America there could be an alarming and immediate drop in invest- 
ment outlays. But, once again, the lesson of 1949 is that this drop just did not 
happen. Ihe reason was, presumably, that businesses had laid their investment 


TABLE II 
AMERICAN ECONOMIC INDICATORS 
Gross National Personal Saving 
Product at Industrial as % of Consumers’ 
constant (1951) Production Disposable Prices Unemployed 
Prices (Annual Average) Income (Annual Average) 
$ billions 1935-39 = 100 y A 1935-39 = 100 millions 
1945 .. . 309 203 18.5 128.6 1.0 
1946 .. a 273 170 7.0 139.5 2.3 
1947 .. ss 272 137 23 159.0 2.3 
1948 .. se 280 192 5.6 171.9 2.1 
1949 .. an 280 176 3.4 170.2 3.4 
1950 .. - 301 200 5-2 171.9 3.1 
IQ5I_.. e 327 220 8.3 185.6 1.9 


plans ahead and refused to be shaken off course by the stabilization of consumer 
buying. There is some reason to hope, in the light of recent research by the 
economics department of the McGraw-Hill organization, that American 
business has similar plans for long-term expansion afoot at the moment and 
would therefore not be unduly “‘ trigger conscious ”’ in the initial stages of any 
new recession. 

A third factor that prevented the recession of 1949 from turning into a 
slump was the boom in new housing, which was a natural consequence of the 
high rate of family formation and of regional resettlement after the demobiliza- 
tion. Although actual expenditure on construction in 1949 was approximately 
the same as in 1948, contracts awarded for new residential building rose by 20 
per cent. and housing starts by over Io per cent. (to nearly one million in the 
year). While other industries had reason to fear that their markets might be 
shrinking in 1949, builders felt justifiably confident that demand for their 
elorts was going up and up. On the basis of present demographic trends 
there is some reason to fear that the recent rate of housing starts (about 
I million in 1949, 1,400,000 in 1950 and 1,100,000 in 1951) cannot be maintained 
lorlong; the 1950 figure seems to have been more than twice the annual rate of 
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family formation and housing replacement needs expected in the mid-1950s, 
On the other hand, the special credit restrictions introduced in 1950 may be 
having the effect of reserving a part of the present booming demand for the 
next general business recession. It is probable that, if recession did return, 
demand for new housing and for instalment purchases of durable goods could 
be quickly, though temporarily, stimulated by a firming up of Government 
bond prices, accompanied by an easing of Regulations X and W. The danger 
is, indeed, that such relaxations may take place far too soon for the country’s 
welfare. 
THE BUDGET IN A RECESSION 

The fourth factor that prevented the 1949 recession from turning into a 
slump was the speedy relapse of Federal and State budgets from a combined 
surplus of $8.5 billions in 1948 to a combined deficit of $3 billions in 19409. 
A large part of this relapse was due to the built-in stability of the American tax 
system, which ensures that, at a time of incipient deflation, tax receipts go 
down faster than incomes; it has already been noted that in 1949 personal 
disposable incomes after tax fell by less than disposable incomes before tax, 
Another stabilizing influence arises from the fact that there seems to be a 
secular upward pressure upon civil Government expenditure in America. 
The present level of such expenditure—including the salaries of public servants 
such as the police and teachers and the construction of public utilities such as 


post offices—is almost shockingly low in America by comparison with other 


advanced communities. 

If America was threatened by a slump, there would be no Justifiable 
economic argument against its extricating itself by the stimulation of demand 
through budget deficits. There might—and doubtless would—be political 
arguments against this; it is a sad commentary on economic ignorance that 
one of the present candidates for the Presidency, Senator Russell, of Georgia, 
deems it an electoral advantage to be able to boast that he cut the expenditure 
of his state Government by something like 30 per cent. at the depth of the 
depression of the 1930s. But it is doubtful whether economy-mindedness 
would really hold the stage if depression did return. There was a trial run of the 
emotions of conservative politicians under pressure in Detroit last winter, 
when the interruption of production in the automobile industry caused some 
local unemployment, and also, as an alarming warning of what would happen 
in a real slump, a noticeable increase in racial tensions; many oi the first 
workers to be laid off were the Southern negroes, who spread across Detroit 
and the industrial north during the war boom. In the face of the unpleasant- 
ness that then arose, conservative politicians were very soon talking from the 
same platforms as labour leaders, demanding more Government spending and 
orders and lower taxes. 

Any assessment of the experience of the American economy since the waft 
therefore suggests that its theoretically grave vulnerability to slump, which 
arises from the high proportions of ‘‘ postponable ’’ expenditure and of what 
Professor Hamberg calls ‘“‘induced”’ investment, should be mitigated by 
some measure of built-in stability and by the political pressures towards 
counter-cyclical Government finance that serious unemployment would set up. 
Perhaps the most likely contingency is that a slump Would be preceded by 4 
fairly lengthy breathing space of quiet demand, that the situation could then 





ple 
nd 
cal 
lat 


re 
the 
ess 
the 
fer, 
me 


ov a. 


irst 
roit 
int- 


and 


war 
hich 
vhat 
_ by 
ards 
t up. 
by 4 
then 








THE RISK OF AMERICAN SLUMP 257 


——— 





deteriorate very gravely and sharply as “ postponable ’’ consumption and 
“induced "’ investment dried up, but that Federal and State action would 
probably then pull the economy up very rapidly from what might at first seem 
to be a frightening condition of financial panic. If the jargon of the economic 
theorist can be excused for a moment: The probability is that the multiplier 
in America 1s high, but that—in its downward manifestation at least—it would 
work initially with a delayed action effect. 


MISMANAGEMENT SINCE KOREA 

For the long term, this might be regarded as a reasonably cheerful analysis, 
but for the short term one tremulous question immediately leaps to mind. 
Is the year-long stability of American production and prices since April, 1951, 
precisely the sort of breathing space that might be expected to precede a 
sump? Many manufacturers and merchants have seen their brash optimism 
of the early phases of the rearmament programme wither sadly in the last 
twelve months. Would it take more than a small further downturn in con- 
sumption to hurtle them down into panic, cancellation of orders and depression ? 

To understand the demands that have been laid on the economy in the past 
two years it 1s necessary to look back to Tables I and II. The picture shown 
there is surprising. It will be seen that the rearmament programme did not 
really get going in 1950; in fact, Government expenditure on goods and services 
was rather lower than in the preceding year. The real feature of 1950 was that 
manufacturers and traders began to stock up their inventories, especially in 
the last quarter of the year, and that the investment boom rose to a new peak. 
These demands took up much of the not inconsiderable slack created in the 
economy in 1949, so that personal incomes rose rapidly. In the third quarter 
of 1950 consumption also rose fairly markedly, but the much-discussed ‘‘ buying 
spree in the second half of 1950’ has, on the whole, been exaggerated. Even 
in this second half of the year saving accounted for a higher proportion of 
disposable income than it did in the second half of 1949. Throughout this 
period, however, traders were rashly marking up prices, partly because they 
over-estimated the potentialities of the “ buying spree’ and partly because they 
were intent on pushing prices to the highest possible level in order to secure a 
favourable standard when the expected “‘ price freeze ’’ came into effect. 

By the time that the price freeze was announced at the end of January, 
1951, prices were already some way beyond the trend of demand and a fall 
in sales was inevitable. Although consumption showed a nominal rise in 
money terms in 1951, this was almost wholly due to the continuation into the 
year of the high end-1950 prices; consumption of durable and semi-durable 
goods fell markedly and saving rose to the high proportion of 8.3 per cent. of 
disposable personal income. The main inflationary factors in 1951 were the 
$21 billions increase in Government expenditure (thanks chiefly to rearma- 
ment), the continued boom in industrial investment (thanks partly to over- 
sfnerous treatment of “ essential investment’ by the tax authorities), the 
increase In inventory accumulation, and the swing round into heavy export 
surplus. 

The new demands thus imposed upon the economy were met, up to April, 
1951, by a rapid rise in production. After that, however, production ceased to 
Increase. In part, this was because much of the slack generated in 1949 had 
by then been taken up; unemployment was down to below 2 millions. But in 
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part, too, it was due to the stultifying effect of the Government’s badly mis- 
judged resort to complex physical controls. When the history of these controls 
comes to be written, economists will almost certainly have to label them as 
one of the worst planning failures of all time. The price control system worked 
most effectively in the sphere of Government contracts; it caused a grave lag in 
rearmament by making overtime unprofitable in the manufacture of machine 
tools and in other vital industries. In the consumer goods trades that had 
marked up prices too heavily by January, 1951, price controls were un- 
necessary and ineffective. In other consumer goods trades—such as the meat 
packing industry—the price controls diverted production away from the most 
reputable companies, which tried to observe them, towards the fly-by-night 
intruders, which were under no such inhibitions. Finally, the attempt to apply 
price controls to foreign suppliers of raw materials, which arose out of Mr. 
Stuart Symington’s determination that America should not be “ gouged ”’, 
gravely added to the dislocation caused by raw material shortages; the attempt 
to mitigate these shortages by controls over the distribution of materials 
rapidly deteriorated into the mere issue of ineffective “ hunting licences” 
to defence industries and led to gross maldistribution of stocks. It is much 
nearer the truth to say that the shortfall in the American rearmament pro- 
gramme last year took place as a result of the Government's resort to physical 
controls than to say that it took place in spite of it. It is not the object of 
this article to comment in detail on this point, but the record has had to be 
summarized because there is a danger that, without some allusion to it, the sig- 





nificance of the check to American production last year may be misunderstood. 


THE IMMEDIATE FUTURE 

[It is against this background that the prospects for the immediate future 
need to be judged. The Government’s rearmament expenditure is intended to 
rise by nearly $20 billions in 1952. If investment and consumption remain 
unchanged, this could only be met without inflation if gross output rose by 
some 6 per cent.—an increase that does not appear impossible if the muddle 
created by the mismanagement of physical controls is cleared up, if America 
starts to import raw materials in adequate quantities again and if the new 
productive capacity created by the heavy industrial investment of the last 
two vears is utilized to the full. If these productive reforms are carried out 
and if investment and consumption should fall, there may therefore be some 
increase in unemployment towards the end of 1952 even if an attempt is made 
to carry the rearmament programme fully through. If the rearmament expen- 
diture is deliberately restricted below the target level—either because Congress 
prevents the military authorities from spending all the money already voted 
to them, or because the military authorities prefer to spin out their expenditure 
in the belief that funds may not be voted so easily in the future—then this 
increase in unemployment could conceivably be severe. The fact that retailers 
have run down their stocks substantially in the past few months is not neces- 
sarily a bull point for the economy; what has happened is largely that the 
burden of inventory accumulation has been passed back to the manufacturer, 
that is to say, to a stage where a further drop in sales is more likely to impinge 
directly on employment. 

On the whole, however, a major deflation seems unlikely this year. In the 
non-rearmament sectors of the economy, it is true, manufacturers and traders 
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will probably be less willing to accumulate inventories, other forms of invest- 
ment may decline and the export surplus is likely to be lower. Simultaneously, 
however, personal incomes should be rising as a result of higher armament 
production and the refusal of Congress to legislate for new taxes; even if 
credit and fiscal policies are not eased, it seems probable that retail sales should 
start rising soon—especially as the disputed arbitration award in the steel 
industry has shaken people's belief that the trend of prices will be downward. 
Many American commentators believe that unemployment may rise above its 
present (March) nadir of 1,800,000 before the end of 1952, but few of them 
envisage an increase beyond the 3 million mark reached in 1949 and in the 
first half of 1950; a new wave of inflation and of “ forestalling ’’ purchases 
touched off by the steel award seems, in fact, to be a rather greater risk. 

The prospect for 1953, however, presents a different story. By then the 
heavy investment outlays of the last two years will have borne fruit; to cite 
but one example, productive capacity in the steel industry will be mounting 
towards 120 million tons a year compared with 100 million tons before Korea. 
Moreover, rearmament expenditure will be rising much more slowly, towards 
what is expected to be virtually a plateau, some $30 billions a year above the 
present level, in or just after the 1953-54 fiscal year. If consumption shows no 
sign of increasing—especially if there has been a “ hump ”’ of forestalling pur- 
chases as a result of insufficient disinflation in the second half of 1952—and if 
investment outlays then tail off, 1953 could be a danger year, and 1954 a 
crisis one; many American economists who are bitterly and rightly opposed 
to any immediate easing of credit control believe that they may find it reason- 
able to sing to a different tune then. 








CONCLUSIONS 

There are, perhaps, four main conclusions that can be drawn from this 
analysis. The first is that consumption in America is now so heavily weighted 
by durable goods that it is unlikely to rise speedily in-line with rising money 
incomes; the trend of the curve seems likely to be rather slowly upwards, with 
an alarming tendency to zig-zag as price expectations change. The second is 
that the heavy investment outlays of the past two years may raise total 
productive capacity to a level rather above the present trend of demand; 
it is certainly unlikely that it will be profitable to mainfain investment outlays 
at their present proportion of national income indefinitely. The third con- 
clusion is that American Government expenditure for civil purposes is likely to 
rise in the next few years; how far this will neutralize the effects of the 
probable trends in consumption and investment, and of the projected flattening 
out and fall of rearmament expenditure in and after the 1953-54 fiscal year, 
remains to be seen. The fourth conclusion, however, is that political pressure 
and economic opportunity should drive any American Government, even 
one that professed to regard ‘‘ New Dealism”’ as unrespectable, to resolute 
anti-cyclical action. A sudden and rather sharp American slump in the next 
two or three years is perhaps something more than a dangerous possibility; 
but an equally sudden and sharp recovery therefrom seems to be more of a 
probability than the pessimists may then expect. The moral for other coun- 
tnes, whose fortunes will inevitably be closely tied to America’s, is not that 
they must relapse into pessimism, but that they should resolutely lay in dollar 
Tesetves against a looming rainy day. 
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Sterling Still in Jeopardy 


HE sterling area’s dollar deficit in March was $195 millions less than in 
"| February and $228 millions less than in January; in the month as a whole 

the reserves ran down by $70 millions, while in the last week of it they 
were actually rising. Superficially, this trend may appear reassuring—but 
only by comparison with the unprecedented drain of the previous five months, 
which is a wholly inadequate standard to apply. At the rate of loss main- 
tained over the first two months of 1952 the reserve would have been com- 
pletely exhausted in six months. Such exhaustion could, of course, never 
have been permitted, for even at the $1,700 millions at which the reserve 
stood at the end of March there is barely sufficient cash in the till for Britain 
to transact its international banking business. 

Unfortunately, too, a substantial part of the reduction in the rate of loss 
during March was due to once-for-all transactions, which provided no less than 
$75 millions of gold and dollars for the reserves. South Africa came to the 
rescue with a special sale of $28 millions worth of gold; this will reduce the 
amount that will be received from sales of so-called “‘ essential goods’’ to the 
Union later in the year. Another $35 millions was secured by sales to the 
United States of rubber, tin and lead from the stockpiles of the British 
Government. This was a result of the commodity agreement negotiated 
with the United States during the Prime Minister’s last visit to Washington. 
It may be good policy at this juncture to convert strategic commodity reserves 
into cash, on the assumption that the risk of insolvency is more imminent 
than that of war; but that does not alter the fact that the commodity reserves 
that have been raided will ultimately have to be reconstituted. 

Another important factor in March was the covering of short positions in 
sterling. The extent of this covering was, however, not so great as had been 
hoped. It is now doubtful if the budget had any marked psychological impact 
on the outstanding speculative position. Short operators in sterling are still 
convinced that there is little prospect that the sterling rate will rise appreciably 
above its present dollar parity. Most of the covering that has taken place has 
been induced by the technical measures ordained by the Bank of England to 
restrict London credit facilities for overseas financing. New credits are now 
strictly restricted to the finance of movement of goods, by drafts not exceeding 
go days; other facilities, notably pre-finance and refinance credits, are refused; 
and those outstanding must lapse as they mature. This has already caused 
substantial repayments to be made, and so has the steep rise in interest rates 
that occurred in March. The London market is no longer being used—or 
abused—to finance overseas operations that in the normal course would be 
covered by resort to the facilities of the borrowers’ domestic markets. Thus, 
while a large short position in sterling remains outstanding, it is probable that 
it was appreciably reduced in March. Unless confidence in sterling revives 
dramatically in the next few months, this source of special aid for the reserves 
may diminish; indeed, it could still become again a source of additional strain. 

So much for the thick layer of cautionary provisos with which any hopeful 
reading of the sterling area’s dollar accounts in March must be overlaid. Are 
there any more substantial crumbs of comfort that can be found for the months 
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ahead ? There are three directions in which some early improvement may 
perhaps be expected. The first is in the sterling area’s E.P.U. accounts. 
A transfer of $50 millions of gold to E.P.U. was, in fact, the main component 
of the $71 millions gold and dollar deficit in March. This transfer was the 
result of the sterling area’s deficit at the E.P.U. clearing for February; it 
was partly offset by the re1mbursement of $10 millions from E.C.A. as com- 
pensation for gold losses to Europe arising from the use of pre-1950 sterling 
balances in previous E.P.U. clearings—but this reimbursement should be 
regarded as a special non-recurring receipt. Unfortunately, Britain has had 
to transfer another $51 millions of gold to E.P.U. in April, as the sterling area’s 
deficit with Europe in March continued to run at a high level, thanks partly 
to the recent French import restrictions. There is, however, some reason to 
hope that the sterling area’s accounts with Europe will improve as the British 
and Commonwealth import restrictions make themselves more fully felt— 
although, in view of the disappointing deficit in March, the time to count 
these chickens will not be until they hatch. 

A more important factor than optimism about the future shape of the 
E.P.U. accounts is that Britain should obtain some relief from United States 
Mutual Security Aid in the weeks ahead. The total allocation of American 
economic aid to Britain for the year to June 30 next is $300 millions. The 
Government hopes that it will be able to secure $200 millions of this before 
June 30 and that it will get the remainder in the ensuing quarter; it may also 
secure some of the $100 millions odd of previous (chiefly 1950-51) allocations 
that were voted to Britain for the purchase of American machine tools, the 
delivery of which seems to have been held up by the unwise rigour of price 
control—and the consequent cessation of overtime working—in the American 
machine tool industry. Britain can secure these aid dollars, however, only by 
stepping up its imports of stragetic commodities by more than it would other- 
wise do. The M.S.A. dollars, like Marshall Aid dollars, can be received only 
in reimbursement for British expenditure on goods authorized and allocated. 
The list of eligible goods is strictly bound to “‘ defence-like ’’ commodities, in 
accordance with commitments made to Congress when the Mutual Defence 
Act was passed. Nevertheless, if anything like the hoped-for $200 millions is 
received before June 30, it will be of most evident help. 

Another hopeful augury for the near future has been the remarkable 
strengthening of sterling in the various free or ‘“‘ cheap sterling ’’ markets. 
The rates for various types of transferable sterling, which ranged around 
$2.40 at the time the budget, have since hardened to around $2.54. This 
hardening must have rendered unprofitable many of the popular varieties of 
“ commodity shunting ’’—on the assumption that a discount of more than 10 
per cent. is needed to cover the incidental costs of buying sterling commodities 
invoiced for a transferable account country, transhipping them to a dollar 
market, and taking the risks involved in running the gauntlet of British and 
overseas exchange regulations. No doubt such traffic still takes place in cem- 
modities with a high ratio between bulk and value, but the massive transactions 
in wool, rubber and fibres that were taking place when transferable sterling 
stood at $2.40 seem for the moment to have been considerably reduced. The 
dollar receipts of the sterling area should increase correspondingly. 

When all reservations have been made, however, and when the greatest 
possible measure of optimism has been extracted for the prospect ahead, it 
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remains painfully evident that for some weeks and perhaps months to come 
Britain will be trembling on the edge of the abyss of external insolvency. 
The margin of reserves is altogether too narrow for safety, and there seems 
little solid ground for hope that the reserve can do more than edge upwards 
only very gradually in the near future. It must also be admitted that the 
general public has no real understanding of the situation and of its grim 
implications. All the evidence points the other way. The swing against the 
Government in last month’s local elections was not due to any public judg- 
ment that the crisis was being inadequately tackled; it was due instead largely 
to the emergence of a modest measure of frictional unemployment—a develop- 
ment that is a pre-requisite of the labour transfers that are vital to the attain- 
ment of national solvency. 

How much of that elasticity and structural adaptation is required to ensure 
solvency is strikingly indicated in the balance of payments White Paper for 
the second half of 1951, published last month as Cmd. 8505. The relevant 
figures are shown in the accompanying tables. Two main lessons emerge 
from them. The first is the violence of the swings that can now occur in the 
balance of payments of Britain and its Commonwealth partners, and thus in 
the dollar accounts of the sterling area as a whole. The second 1s the strain 
that has been imposed on Britain by almost continuous over-consumption and 
over-investment in the independent sterling area dominions. 

Between the calendar years 1949 and 1950 the sterling area's current 
dollar account swung up by $2,337 millions, from a deficit of $1,532 millions 
to a surplus of $805 millions. Between 1950 and 1951 it swung down again 
by $1,969 millions; in fact as between the twelve months to June 30, 1951, 
and the next nine months to March 31, 1952, the downward swing was no 
less than $2,214 millions. Whatever may be the wider policy implications of 
these fluctuations, the immediate deduction to be drawn from them is that 
a reserve of $1,770 millions is desperately inadequate. Even at its post-war 
maximum of $3,867 millions (in June, 1951) the reserve was clearly insufficient 
to serve the needs of the whole sterling area. With annual swings of $2,500 
millions clearly possible, a reserve of at least $4,500 millions seems to be 
needed even under existing conditions of exchange control and discriminatory 
import licensing. A substantially bigger figure—probably around $7,000 
millions—would be needed if sterling were to take the plunge into full con- 
vertibility and non-discrimination in external trade. 

The seeds of instability are deeply embedded in the economies of both 
Britain and the overseas dominions. The suddenness of the deterioration in 
Britain’s own balance of payments in the past two years is shown in Table I. 
In each of the last four years inflation and easy markets in the overseas 
dominions have allowed Britain to run a surplus of between £230 and £270 
millions with the overseas sterling area; there was a downturn in the first 
half of 1951 (when the increase in import prices was not wholly offset by an 
increase in invisible receipts), but an upturn in the second half of the year 
(when easy sterling area markets continued to pre-empt British exports 
although the commodity boom was over). With the dollar area, Britain 
showed a deficit of £263 millions in 1948 and of £307 millions in 1949. This 
improved to a deficit of only {107 millions in 1950, largely because of 2 
heartening increase in exports and invisible receipts, but it deteriorated to a 
deficit of £446 millions in 1951—with the annual rate of deficit in the second 
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half of the year no less than £770 millions. The deterioration was largely 
due to an increase in import prices and import volume (partly on stockpiling 
account) and to a large invisible deficit in the second half of the year, partly 
explained by the dollar loan payment and the Abadan crisis. With other 
non-sterling countries Britain’s current surplus improved steadily from £5 
millions in 1948 to £117 millions in 1950. Then it deteriorated to a deficit 
of £314 millions in 1951, with the annual rate of deficit in the second half of 
the year no less than £328 millions. The main features here were again an 
increase in imports (partly a result of intra-European trade liberalization) 
and a decline in invisible receipts, but an important subsidiary cause was 
that the pre-emption exercised by sterling area markets resulted in an 
actual decline in Britain’s non-sterling exports in the second half of 1951. 


TABLE I 
UNITED KINGDOM'S EXTERNAL ACCOUNTS 


(£ millions) 





195! 
1945 1949 1950 $$ 
Jan.-June July-Dec. Year 
With Overseas Sterling Area: 
Imports oe oe oe = O59 — 750 — 947 — 054 — fan — 1,272 
Exports oe _ oe - 74I - QIO 997 579 ~ 075 1,254 
Invisibles . . .s re + 148 - 115 + 184 - 143 + 114 257 
Balance a ea + 232 -+ 266 + 234 + 68 + 171 239 
With Dollar Area: 
Imports .. a 44 — 403 — 441 — 430 — 304 — 427 —- 731 
Exports 5 a a + 188 + 185 + 309 - 188 + 193 + 381 
Invisibles . . = na — 48 — 51 + I4 5 — 101 - 96 
Balance 4 oa — 263 — 307 — 107 — II! — 335 —- 446 
With Other Non-Sterling 
Countries : 
Imports .. ea ‘4 — 731 — 774 — 995 — 688 — 806 — 1,494 
Exports .. i a + 0659 1 725 919 543 - 530 1,073 
Invisibles . . +4 ii + 77 - Q5 193 95 12 107 
Balance ea - - 5 + 46 + 117 —- 50 - 2604 — 314 
Overall Balance .. - —- 26 + § -+ 244 —- 93 — 428 — 521 


Table II shows the strain imposed upon Britain by the overseas sterling 
area. In this table, it should be explained, the term ‘‘ dominions ”’ excludes 
Canada but includes the Irish Republic, Iraq and certain other small but 
independent non-Commonwealth countries in the sterling area. The 
“ dominions ’’, as thus defined, have been in continuous deficit with the dollar 
area except in 1950 and the first half of 1951; a comparison of the movement 
in their sterling balances with the rate of capital inflow from the United 
Kingdom suggests that they have also been in overall deficit except in those 
brief eighteen months. The colonies, by contrast, seem to have remained in 
continuous surplus in both their dollar and (except possibly in 1949) in their 
overall accounts. This remained true even in the second half of 1951, when 
the overseas sterling area as a whole was borrowing from Britain at an annual 
tate of no less than £728 millions. It is true that some improvement can 
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now be expected as a result of the recent import cuts in Australia and else- 
where, but even such draconian measures as these cannot be said to exceed 
the needs of the hour. 

To sum up, Britain and the rest of the sterling area are still engaged in a 
race against time. They are handicapped by the exiguous character of the 
reserves at their disposal. There is very little room for manoeuvre and there 
is no room whatsoever for further major mistakes of policy. The first lesson 
taught by the balance of payments White Paper has already been stressed: 
it is the need for a substantially larger gold and dollar reserve than any 
attained since the end of the war. The second lesson is the need for all 
important members of the sterling area to maintain themselves 1n approximate 


TABLE II 
OVERSEAS STERLING AREA’S EXTERNAL ACCOUNTS 


(£ millions) 


1951 
1945 1049 1950 — 
Jan.-June July-Dec. Year 
Dollay Balance: 
Colonies 41 43 +- 133 + 117 + 43 + 160 
Dominions Ka . —- 118 132 + 22 + 35 - 112 —- 74 
Gold sales to U.K. .. 55 O03 - 100 +- 41 + 37 + 78 
I.M.F. drawings, etc.* O7 33 17 © 2 | 8 
Contribution (+) or draft 
on (—) central gold reservet + 75 12 272 202 - 30 +172 
Balance with Non-Dollar 
Area: 
With United Kingdom .. — 232 — 266 — 234 — 65 — 171 — 239 
With other countries... - 76 —- 14 - 192 +- 156 — 162 -~ 06 
Total borrowing from (-) 
or lendins to (+) U.K. —- §1 — 268 . 230 + 290 — 363 - 7% 
Of which— 
Colonial stei ling balances 46 a7 « ~ £72 -- I54 + 56 + 210 
Domine ins sterling balances + 22 — 39 -- 208 + 214 - 367 — I53 
Capital outflow (from U.K. 
— T49 — 256 — I49 + ~~ 38 ae 


* Including Irish Republic’s E.R.P. receipts, and South African gold loan of £80 millions in 1948, 


* Excluding R.S.A. balance with non-dollar countries that demanded part payment in gold. 


balance of payments equilibrium. The banker, Britain, must do so with a 
good margin to spare if it is to remain in the business; it must regain an 
overall surplus while adapting itself to the welcome loss of easy and extrava- 
gant sterling area markets. The other members must realize that violent 
deviations from balance, such as those recently perpetrated by Australia and 
the Asian dominions, are inconsistent with their responsibilities to the club. 
If there is any faltering, the people of the Commonwealth will soon be taught 
by events what they are unwilling to learn from precept and exhortation. If 
the reserves give out and sterling itself is forced—not by choice but by com- 
pulsion—to find its own level, the masses will understand overnight that the 
balance of payments, far from being the vague abstraction they apparently 
suppose it to be, has a very direct link with their standard of living. 
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Aid from South Africa 
By David Ovens 


OUTH Africa is now almost unique among the independent countries of 
Se sterling area. It is not in serious external payments crisis, and it is still 

a net contributor to the central gold and dollar pool. In fact, its contribu- 
tion to that pool rose slightly from £67 millions in 1950 to an estimated {£70 
millions in 1951, and there is a good prospect that this contribution will be 
equalled, if not exceeded, in 1952. To assess this prospect, it is necessary to 
examine, first, the Union’s balance of payments experience last year; then, 
the rather complicated system under which the rest of the sterling area now 
earns a share of South Africa’s gold output; and, finally, the changes that are 
likely to be wrought by the cut in South African import quotas and the 
expected diminution of the capital inflow into the Union in 1952. 

Like other primary producers, South Africa found its visible trade deficit 
(excluding gold exports) deteriorating sharply last year. The record wool 
cheque for the 1950-51 season and high base metal earnings after Korea 
stimulated a heavy demand for imports in 1951. Aided by a substantial relaxa- 
tion of import controls over both producers’ and consumers’ goods, total 
commodity imports rose by more than 50 per cent., from £305 millions in 
1950 to £466 millions in 1951. No less than £64 millions of this increase of 
{161 millions was accounted for by the inward flood of textile piece goods, 
which, throughout 1951, could be freely imported (up to certain price ceilings) 
from both hard and soft currency areas. Other consumer goods were also 
imported in large quantities, and there was a similar increase in imports of 
raw materials and machinery for industry, stimulated by additional import 
quotas for stockpiling purposes. 

Thanks to the record wool and base metal prices in the first half of the 
vear, the value of exports also increased from £205 millions to £275 millions 
(excluding all types of gold), but the visible trade deficit widened to {191 
millions; this deficit was distributed as to £85 millions with the sterling area, 
{79 millions with the dollar area and £27 millions with other non-sterling 
countries. The balance on invisibles also deteriorated slightly, but owing 
primarily to the continuance of a heavy net capital inflow from the 
United Kingdom, the Union’s combined gold and foreign exchange reserves 
declined by only £38 millions during the year. Of this £38 millions decline, 
only {2.4 millions represented a fall in gold holdings. The remainder consisted 
of a fall in the Union’s holdings of foreign exchange, the bulk of which are 
kept in sterling. The drain on the reserves occurred wholly in the second and 
third quarters of the year. Since the end of September South Africa’s total 
gold and foreign exchange holdings have actually risen. It had become 
apparent by September that textile merchants in the Union were already 
heavily overstocked, and by then many of the consumer goods quotas had 
been used up; exports, on the other hand, benefited from a seasonal upward 
trend in the last quarter of the year. 

These fluctuations in the Union’s balance of payments have a direct, but 
complicated, effect on its net contribution to the sterling area’s central dollar 
pool. Since the war South Africa’s relationship with the sterling area has been 
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regulated by three successive—and totally different—systems. The first 
system to be tried was that initiated by the Gold Sales Agreements of 1946 
and 1947, under which South Africa participated fully in the sterling area 
gold and dollar pool. In this period, as Table II shows, the Union's net with- 
drawals of hard currency from the central reserve exceeded its gold sales by 
{7 millions. This system was clearly unsatisfactory to all concerned, and it 
was therefore superseded by the Gold Loan Agreement of 1948 and 1949, 
under which the Union assumed responsibility for financing its own hard 
currency requirements. In these two years, as will be seen from Table II, 
£103 millions, or about 48 per cent., of South Africa’s current gold production 
flowed into the sterling area’s central reserve. From Britain’s point of view 
this experience was certainly more favourable. But the net gold flow to London 
was as large as this only because the inflationary conditions existing in 

TABLE I 

SOUTH AFRICA’S BALANCE OF PAYMENTS, 1946-51 
(f millions) 


1940 1947 1945 1949 1950 195! 

Imports (f.0.b.) i - ‘on — 212 - 303 — 354 — 314 — 305 — 406 
Exports (f.o.b.), excluding all gold 

and ships’ stores.. - ‘es 88 100 132 140 205 275 

Balance of visible trade. . +4 124 203 — 222 — 174 — 100 — 19! 
Invisibles (net) “ ~ - — I — 74 —- 52 — 54 - 54 67 
Gold production, less domestic con- 

sumption .. ns - a 102 Q7 99 114 147 148 

Balance on current account... — 63 — 180 — 175 — 114 - 7 110 
Official capital transactions - ~-- - 5 — 80* 81* 18 : 
Private capital movements (includ- 

ing errors and omissions) - 17 182 QI 50 60 67 
Net decrease (—) or increase (-++) in 

combined gold and toreign ex- 

change holdings .. pe . — 406 - 3 —- 164* + I17 + 7I - 3 
Reserves at end of period?: ‘ , 

Gold - o ies ia 231 187 45 45 70 67 

Foreign exchange ka ae 18 O1 30 59 90 09 

* Including £80 millions gold loan to U.K., repaid in sterling in 1949. 

+ Reserve Bank holdings only. Annual fluctuations in these do not coincide exactly with total 


change in reserves because of movements in small foreign exchange holdings in the 

commercial banks. 
South Africa at that time and the lack of effective control over imports 
resulted in an acute shortage of sterling in the Union. This forced the Union 
to ask for repayment of the entire gold loan in sterling and it threatened to 
put an intolerable strain on the traditional and valuable financial link with 
London. During this period of the Gold Loan Agreement any increase In 
the flow of capital into South Africa from the United Kingdom directly reduced 
the proportion of South Africa’s imports from the sterling area that the Union 
was forced to pay for in gold. 

In January, 1950, therefore, the South African Government introduced a 
new and comprehensive system of import licensing, which was specially 
designed to secure the benefit of a continued inflow of British capital without 
any corresponding reduction in the sterling area’s gold earnings. The essence 
of the new system was that gold payments to Britain should depend not on 
the level of the Union’s foreign exchange holdings but on the proportion of 
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essential imports that South Africa secured from soft currency countries. This 
formula was acceptable to Britain, but it caused some heart-burning in the 
United States and in G.A.T.T.; in their initial form the new licensing regula- 
tions admittedly involved discrimination against the dollar area, towards 
which the Union was looking, to an increasing extent, for capital resources. 
Accordingly, from January, 1951, the regulations were modified in order to 
extend the field of free competition, for the great bulk of commodities in the 
South African market, to all suppliers, whether operating from the dollar 
or the sterling area. 

The basic principles of this revised system of import licensing, which is still 
in force, are: 

(1) ‘General import permits’ are issued (a) up to the extent of the 
Union's total current external income (that is, the total of current 
gold output available for sale abroad plus net current external 
earnings—of both hard and soft currency—after providing for an 
estimated deficit on invisibles); and (0) to the extent of £2 for every 
{1 of the hard currency capital inflow. Importers who are granted 
these “‘ general permits ”’ are free to use them in any currency area, 
which means that the proportion of this trade that is captured by 
the sterling area and other soft currency countries is determined 
primarily by considerations of price, quality and delivery dates in 
direct competition with American suppliers. To the extent that 
soft currency exports to the Union under “ general permits” (in- 
cluding exports from countries that are outside both the sterling 
and the dollar areas) exceed the Union's soft currency earnings, the 
United Kingdom receives gold for the central reserves. 

(2) When the soft currency capital inflow exceeds the hard currency 
capital inflow—as has, so far, invariably been the case—“‘ restricted 
permits ’’, available for imports from soft currency countries only, 
may be issued against the balance of the new soft currency capital. 
The effect of this ingenious formula is that changes in the rate of 
inflow of soft currency capital do not now either reduce or increase 
the United Kingdom's chances of earning gold. 

It is against this background of flexible import licensing that the prospects 
lor the gold flow to London in 1952 can best be examined. 

In 1950, the Union undertook to contribute to the central reserves “‘ not 
less than 25 per cent. of current gold output ’’; in 1951 the formula was 
modified to “‘ not less than £50 millions’’. In practice, these minima were 
substantially exceeded in both years; in 1950 and 1951, the sterling area 
earned {67 and £70 millions, or 46 per cent. and 47 per cent. respectively, of 
the Union’s net gold output. For 1952, Mr. Butler again expects “‘ not less 
than {50 millions’’. It is possible that this may be an unduly pessimistic 
estimate. Mr. Havenga, the South African Minister of Finance, has announced 
that gold output and hard currency receipts should cover a “ considerably 
greater percentage ”’ of South African imports in 1952 than in 1951—although, 
admittedly, that is after allowing for a reduction of some £70 millions in total 
imports; he believes that this should enable the United Kingdom to acquire 
a“ satisfactory share” of the Union’s gold output in 1952. 

In order to assess whether £50 millions is, in fact, an under-estimate of 
South Africa’s probable contribution to the sterling area’s gold reserve this. 
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year, it is necessary to put the Union’s new import programme under the 
microscope. Mr. Havenga’s basic objective is to reduce total imports from 
£466 millions in 1951 to £400 millions in 1952. Within this general programme, 
four special measures have been set on foot. First, the quota for “ raw 
materials, consumable stores and maintenance spares’ has been set at 75 
per cent. of the basic quota for 1951—that is, without taking into account the 
additional quotas granted for stockpiling purposes in 1951, which are not to 
be repeated. Secondly, the quota for consumer goods has been set at 40 per 
cent. of 1948 imports of consumer goods, instead of the 60 per cent. permitted 
last year. Thirdly, textile piece goods, up to a certain price ceiling, may still 
be imported freely from soft currency countries, but imports of dollar textiles 
are to be closely restricted. Fourthly, if the expenditure on consumer goods 
and textiles should fall short of the levels permitted—which 1s quite possible— 
then additional ‘“‘ raw material, etc.’’ quotas may be granted, if overseas 
‘arnings are sufficient, to bring total imports up to the year’s target of £400 


millions. 
One result of this import programme is that the reduction of £60 to £70 
TABLE II 
SOUTH AFRICA’S CONTRIBUTION TO THE DOLLAR POOL 
Less net Net Percentage 
purchases contribution of net 
Gold sales of to sterling annual gold Type of agreement 
Year to U.K. dollars area production in operation 
through gold retained 
London reserves by U.K. 
(4 millions) (¢ millions) (£ millions) o; 
f 7 5! : 
—  ~* 7 a sn \ — Gold sales agreements 
1947 . 7O Og - I9 ” 
Ss « * = SS* : 
794 ges tT S pi. . } 48 Gold loan agreement 
1949... 56 41 15 . 
1950... 74 7 67 46 Comprehensive import licensing 
1951 — —- 70 47 Ditto (revised) 


* Including £80 millions gold loan to U.K. 
Sources: 1946-50, South African Reserve Bank Reports. 
South African Assembly Official Report, January 25, 1952. 


1951, Estimate by Mr. Havenga, 


millions in this year’s imports is to be effected largely at the expense of goods 
that normally came from soft currency areas; in consequence, unless sterling 
producers can quote more competitive prices than they did last year, the 
dollar area’s percentage share in the Union’s total imports is likely to increase 
during 1952. There are two reasons, however, why this expected reduction of 
the soft currency countries’ share of the South African market should not 
sensibly reduce the gold flow to London. In the first place, the terms of 
trade have moved against the Union, and exports to both hard and soft 
currency areas are expected to decline in value in 1952. The income from 
wool, in particular, is expected to be some £30 millions less than in 1951. 
If, despite the import cuts, exports decline far enough to increase South 
Africa’s trade deficit with the non-dollar area, then the United Kingdom 
should be in a position to earn more gold than last year. 

The second reason is that, as reported above, Mr. Havenga expects a “ con- 
siderably greater ’’ proportion of imports to be covered by gold output and hard 
currency imports this year. The basis for this forecast deserves examination 
Although three of the new gold mines in the Orange Free State have already 
begun to produce, the stimulus that the 1949 devaluation brought to the Rand 
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has now been largely eliminated by rising operating costs. Therefore, in view 
of the fact that the gold tax formula was not changed in the recent budget to. 
give producers a positive incentive, it would be imprudent to expect any very 
significant increase in the value of gold output in 1952. Any increase that does 
occur is unlikely, at best, to do much more than offset the decline in hard 
currency earnings due to the lower prices of primary commodities. In addition, 
earnings from uranium are unlikely to be large until 1953. It seems evident, 
therefore, that when Mr. Havenga declared that he expected gold output and 
hard currency receipts to cover a greater percentage of total imports than last 
year, he must have been envisaging a sharp decline in soft currency earnings; 
such a decline would tend to lead to increased sales of South African gold to 
London. 

Two other points should be noted here. The first is the probable effect of 
the substantial reduction in the inflow of British capital; such a reduction 
seems inevitable in 1952 in view of higher interest rates in Britain and growing 
political uncertainty in the Union. Changes in the rate of soft currency capital 
inflow at present affect only the issuing of “ restricted permits’’. Any cut 
in imports covered by these permits, although improving the Union’s trade 
balance with soft currency countries, will not cause a decline in the sterling 
area’s gold earnings. To the extent that the £70 millions cut in total imports: 
falls on ‘‘ restricted permits ’’, therefore, Britain’s opportunities for earning 
gold will not be affected. (It should be noted, however, that it is on textiles 
that much of the cut is expected to fall, and that most textiles were imported 
under automatically-granted “ general permits ’’ in 1951.) The South African 
Government has recently been making strenuous efforts to obtain loans and 
encourage private capital movements from outside the sterling area, and it 
has already been successful in raising successive loans in the United States 
and Switzerland. In his report to the South African Assembly on the outcome 
of the Conference of Commonwealth Finance Ministers in London Mr. Havenga 
went so far as to estimate that “‘ almost half of the total capital inflow into 
the Union in 1952 will come from countries outside the sterling area’’. The 
prospect is thus one of a much smaller total capital inflow, of which a greater 
proportion will be in hard currency. When allowance is made for the principle 
of issuing additional “‘ general permits’ to the extent of {2 for every {1 of 
hard currency capital inflow, there may be little of the soft currency capital 
left to finance any “ restricted licences ”’ at all. 

A second point that is causing some uncertainty at the moment is the 
problem of South Africa’s customary deficit with Europe. It is impossible to 
get any exact figures for this, but the Union’s visible deficit with non-sterling 
and non-dollar countries in 1951 amounted to £27 millions ; it settled 
this deficit in sterling. It was an integral part of the agreement of January, 
1950, that in so far as this deficit with Europe and other non-dollar countries 
was incurred on trade under ‘‘ general permits’, Britain secured gold from 
South Africa; this was a sort of hard currency reward for Britain’s function 
as banker. In recent months, however, Britain’s gold payments to E.P.U. 
in settlement of South Africa’s share of the sterling deficit with Europe must 
have gone a long way towards wiping out the gold payments that it received 
lor this banking function. In a recent speech, Mr. Havenga expressed his 
willingness to take this drain into account when considering South Africa’s. 
gold contribution in 1952. Presumably, he will either endeavour to reduce 
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the Union’s trade deficit with non-sterling countries outside the dollar area 
or increase the Union’s total gold contribution now that part of it has to be 
passed on. 

The most recent contribution made by South Africa towards averting the 
danger to the sterling area’s central reserves was the advance sale of £10 
millions of gold to the United Kingdom in March. Although small in relation 
to even the depleted reserves of the sterling area, this amounts to over one- 
sixth of the Union’s remaining gold reserve, which stood at just under {60 
millions after the sale was made. It must therefore be regarded as a most 
generous gesture. Mr. Havenga believes that South Africa’s gold and foreign 
exchange reserves will not decline by more than £20 millions, to £120 millions 
this year. He may find it impossible to maintain imports at £400 millions 
without reducing the reserves by more, for this would only allow the capital 
inflow and export earnings to decline by £52 millions this year, except to 
the extent that the value of gold output can be increased. But the Union 
now has a comprehensive system of import licensing, sufficiently flexible to 
allow imports to be restricted below the programme of £400 millions. It 
is possible, however, that, even if the Union’s combined gold and foreign 
exchange reserves are not allowed to fall below {120 millions, the Reserve 
Bank may be prepared to hold a larger proportion in sterling and a smaller 
proportion in gold. With the ratio of its gold reserves to its liabilities standing 
at 64.7 per cent. at the beginning of April, compared with the legal minimum 


of 25 per cent., further sales of gold against sterling could be permitted without 


special Parliamentary sanction. 
These, then, are some of the means by which the Union Government may 


ensure that the sterling area earns at least £50 millions—and probably more 
—of its gold in 1952. But however co-operative South Africa may be, it 
remains more than ever true that the sterling area’s gold earnings from the 
Union in 1952 will depend on the provision of goods to the South African 
market at competitive prices, of good quality and without unreasonable 





delivery delays. 

For the longer run, the prospect is very difficult to assess. Optimists can 
point to the planned expansion of the Orange Free State goldfields; to the 
prospects for the sale of a substantial quantity of uranium; and to that King 
Charles’s head in all discussions of the South African economy—the possibility 
of an increase in the dollar price of gold. Pessimists can point to the brooding 
political uncertainties and South Africa’s racial policy; to an uneconomic manu- 
facturing industry, which is operating over wide sectors at high cost; to the 
economic colour bar that raises costs both directly, by precluding the economic 
utilization of labour, and indirectly by curtailing African purchasing power 
and thus denying to industry the benefits of low-cost, large-scale and mass 
production; and to the fact that the gold industry, which carries on its back 
much of the new manufacturing industry—with its voracious demand for 
imported raw materials—-is itself being stifled by the high-cost economy im 
which industrial expansion has forced it to operate. Nobody can say which 
of these conflicting factors will be fundamental in the long run. But in the 
immediate crisis of sterling, South Africa, whatever may be said of its internal 
politics, is providing valuable and willing support to the United Kingdom and 
other members of the Commonwealth. 
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The Future of Raw Material Prices 
By Ernest H. Stern 


the post-war years a “ basic disequilibrium ”’ had arisen between the supply 

of virgin raw materials and the intrinsic demand for them, this demand 
being measured by manufacturing activity. The main object of this article 
is to continue the story up to the end of 1951. The opportunity has also been 
taken to revise some of the data in last year’s article in the light of more 
detailed information that has recently become available. The main revision 
is in the index of manufacturing output; this follows the publication by the 
United Nations Economic Department of an index of “‘ manufacturing and 
mining ’’ for the western world—that is, specifically excluding output in the 
U.S.S.R. As is explained in the footnote to Table I, the index used in last 
vear’s article also excluded the U.S.S.R., but a somewhat lower weight was 
estimated for Russian industrial production than has now been assigned to 
it by the United Nations. 

This revision does not in any material way change the original conclusion 
that a “ basic disequilibrium “’ has developed between the output of virgin 
raw materials* and manufacturing output—and that this gap has been growing 
inrecent years. It should again be observed that the gap is somewhat larger 
than that shown in the movements of the two indices, because the index for 
“manufacturing output ’ tends slightly to under-estimate the growth that 
has occurred since pre-war days. It includes mining besides manufacturing 
ina number of the constituent indices, because many countries do not distin- 
guish these two components. The growth of mining output, however, has 
fallen behind that of manufacturing and mining combined—as can be inferred 
from the indices in the categories “‘ metals ’’, ‘“‘ other minerals’ and “ fuel ”’ 
in Table II. Moreover, the index of manufacturing includes the industrial 
processing of foodstuffs, the rate of growth of which, like that of all foodstuffs, 
has lagged behind the expansion of non-food manufacture. It seems evident, 
therefore, that that part of manufacturing output that is concerned with the 
processing of industrial raw materials has expanded more than is indicated in 
the index in Table I. 

The latest statistics are shown in Tables I and II; it should be emphasized 
that the data for 1951 are provisional and will need revision when more accurate 
igures come to hand. The figures given in Table I are shown in graphical 
form in Chart I, and then compared with the extraordinarily close correlation 
between the two indices in the 1920s and 1930s. Finally, the divergent move- 
ments of the main groups of raw materials are shown in Chart IT. 

The development of the main groups of raw materials, as shown in Table II 
and Chart II, would have been even more strikingly uneven if more detailed 
subdivisions had been made. For instance, the index figure for metals includes 
an increase to almost three times pre-war output in aluminium, and much 


[i an article in THE BANKER just twelve months ago, I contended that in 











_ _* As before, the term ‘‘ raw materials ”’ in this article is applied to industrial raw materials; 
it does not embrace foodstuffs. 
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smaller increases in the output of copper, zinc and manganese, and actual 
declines in the output of lead and tin. Similarly, the index for fuel and hydro- 
electric power mixes the striking progress in the output of oil, natural gas and 
hydro-electric power with the very modest increase in the output of coal. The 
index for fibres averages the rapid growth of artificial fibres with the relative 


TABLE I 


GROWTH OF MANUFACTURING AS COMPARED WITH GROWTH OF OUPUT 
OF VIRGIN RAW MATERIALS* 


(World, excluding the U.S.S.R., 1937-38 = 100) 


TQ50 IQ51 
1937. 1938 1937-38 1946 1947 1948 1949 (partly (partly 
av.) est.) est.) 
Manufacturing and mining 105 95 100 110 123 133 134 52 169 
Virgin raw materials .- os 95 100 IOI lil 123 123 135 149 
Gap as °% of raw material 
eo +20 +8 +8 +0 +22) 4 134 


output .. 08 2° O O 


* The index of manufacturing is taken from the January, 1952, issue of the Monthly Bulletin 
of Statistics of the United Nations. Figures for 1951 have been estimated from data for the 
first three quarters as reported by es United Nations and for the full year for the leading 
industrial nations, such as the U.S., U:-K. and various Western European countries. The 
United Nations data now exclude oe output of the U.S.S.R. In the article in the May, 1951, 
issue Of THE BANKER, the elimination of Russian industrial production from world production 
was based on a weight of 6 per cent. for the Russian share in world production in 1937-38. 
Since then, however, the United Nations have published in the April, 1951, issue of their Bulletin, 
revised weights based on 1937 in which the U.S.S.R. have been allotted a weighting of 10.7 per 


cent. The raw materials index is one calculated by Union Corporation Ltd., of London. It ° 


is based on output data weighted by 1930 prices in terms of U.S. dollars. The total output of 
1951 included in the index aggregates about $27 billions at 1930 prices; in 1951 prices the amount 
would probably be more than twice as large. This raw materials index is a continuation of a 
slightly more comprehensive calculation made by the League of Nations in pre-war years. Data 
for recent years and particularly 1950 and 1951 are partly estimated and subject to revision. 


stagnation in the production of natural fibres. Generally speaking, there have 
been extraordinary strides in output of what may be called the “ newer ” raw 
materials, but only a very modest expansion, and frequently even a decline, 
in the output of “ older ”’ lines of raw materials. 

As will be seen from Table I, the gap between manufacturing and raw 


TABLE II 
SUBDIVISIONS OF THE INDEX OF RAW MATERIALS 
(World, excluding U.S.S.R. 1937-38 = 100) 


1937 1935 19460 1947 1945 1949 1950 ~~ ‘195! 

(est.) (est.} 

Metals .. 1O8 Q2 84 105 117 117 120 144 
Other mine rals (largely ‘used i in 

chemical industry) .. .“ Qs 1o2 99 103 121 I 37 154 168 

ribres .. 107 O03 78 86 gs 104 11! 125 

Fuel and hydro- electric power 103 O7 118 131 141 135 149 161 

Sundry .. - i ba 107 03 112 121 129 125 I 37 145 


materials output appears to have widened in 1951—but this is true only if 
— figures of growth are compared. The data for half-yearly growth 

uggest that i in the second half of last year the gap may at last have started to 
narrow. The evidence is still inconclusive, as half- yearly figures of raw material 
output are not yet available. But it is known that the rate of growth in output 
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of manufactures slowed considerably in the second half of last year. It seems 
probable that the index figure of 169 shown in Table I for 1951 (based on 
1937-38 as 100) was made up of an average rate of rather under 168 in the 
first half of the year and rather under 169 in the second. Comparable estimates 
suggest that the index figure of 152 in 1950 was the resultant of an average 


CHART | 
MANUFACTURING ACTIVITY AND RAW MATERIAL OUTPUT 
AFTER THE FIRST AND SECOND WORLD WARS 
LOGARITHMIC SCALE 
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fate of 144 in the first half of the year and 160 in the second half. If raw 
material output kept up its previous rate of growth in the second half of 
1951—which seems probable—then the gap between the indices shown in 
Table I, after having reached their peak relative divergence in the first half 
of 1951, may have been reduced in the second half of the year. 
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After the expansion of manufacturing output had slowed down in the 
second half of last year, it remained almost stagnant in the first quarter of 
1952. It now seems possible that the rate of growth of manufacturing output 
for the whole of this year will be smaller than that for the whole of 1951, while 
the impetus imparted to the output of raw materials may continue. If so, 
the rate of growth of raw material output may exceed that of manufacturing 
output and so continue to narrow the existing unbalance. Such a narrowing 
of the gap would inevitably have an influence on raw material prices. 

This, of course, is not by any means the whole story. In recent years raw 
material shortages and prices seem to have been subject to two main influences. 
One of these—according to the contention of this article—is a basic disequili- 
brium between long term demand and existing supply. The other is a compound 
of inflationary finance, of the super-imposition of a very large armament pro- 
vramme, of military stockpiling, civilian hoarding and scare buying. More 
recently, the impetuses of inflationary finance, scare buying and of civilian 
hoarding have abated. Indeed, hoarding may have given way to dishoarding, 
and scare buying, in many instances, to buyers’ resistance. Stockpiling for 
defence continues but in a less panicky manner than a year ago. It is not the 
object of this article to estimate the strength and duration of these essentially 
short-term and erratic movements, important as they are to the short-term 
movement of prices. It would appear, however, that so long as a basic dis- 
equilibrium exists, it should continue to exert its influence in producing a 
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tendency for prices of virgin raw materials to follow the costs of the high cost 
producers—or, at any rate, to fluctuate on either side of the trend of these 
marginal producers’ costs, rather than, as in the 1930s, to remain persistently 
below them. 

The question may be raised whether the trend of the index of manufacturing 
output is in fact a good measure of the intrinsic demand for raw materials. 
Some people have argued that as manufactured articles have become in- 
creasingly complex, they have tended to incorporate more labour relative to 
raw materials. The phenomenon of greater complexity of manufactured 


CHART II 


DIVERGENT DEVELOPMENT IN THE MAIN GROUPS OF 
RAW MATERIALS 
LOGARITHMIC SCALE 
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goods is not new; it has been in train ever since industrialization started. 
But industrialization and the mechanization of the productive processes 
have also been accompanied by a continuous and quite remarkable increase in 
the productivity of labour. I have not seen any conclusive evidence of a 
decline in raw materials content relative to labour content in such manu- 
facturing output as is recorded in the index of manufacturing. My impression 
is that labour economy per article—that is, increasing labour productivity— 
may well have neutralized the effects, in this statistical sense, of the increasing 
complexity of products and of the associated economy in raw material use, 
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Building Societies and Interest Rates 
By Oscar R. Hobson 


progress which they established as soon as they were able to resume 

normal activity at the end of the war. Their total assets, according to 
estimates in the Building Societies’ Gazette (Table I), increased by some {104 
millions, or 8 per cent., as against £113 millions, or 10 per cent., in 1950 com- 
pared with 1949. Ihe mortgage assets similarly showed an accretion of {101 
millions, or 10 per cent., In 1951 over 1950 compared with one of £106 millions, 
or II per cent., In 1950 over 1949. 

Dev elopments fraught with major significance for the ‘‘ movement ””’ were 
afoot towards the end of the year—notably the rise in the Bank rate to 24 
per cent. in November and the new Government’s decision to relax the severe 
restrictions on the private building of houses imposed by the Labour Govern- 
ment—but these had not fructified by the end of 1951 sufficiently to affect 
the business of the societies materially during that year. Indeed, the impres- 
sion one gets in surveying the year as a whole is one of rather surprising calm 
and stability. The storms gathering so thickly on the horizon of inter- 
national finance from midsummer on had hardly by the end of the vear begun 
to disturb the smooth flow of building society investment or mortgage business. 

Dwelling house values showed remarkably little variation over the vear. 
Two of the leading societies which compile for their own guidance index 
numbers of current house prices have kindly placed their results at my disposal. 
Both series indicate that prices of the classes of houses with which building 
societies are mainly concerned were trending definitely upwards at the begin- 
ning of the year, then became almost stable, then in the late summer turned 
upwards again to reach a peak in September or October; and then began to 
tit downwards. The main point to notice, however, is that the range of 
movement was quite modest, probably not more than about 5 or 6 per cent.; 
the latest figures suggest that average values for this class of property are not 
more than 2 to 3 per cent. higher than a year ago and that they are tending 
sightly downwards. The stability of value over the period may, one supposes, 
represent the resultant of two contrary forces—the continued upward thrust 
of rising replacement costs on the one hand and the downward pull of rising 
interest rates on the other. During the greater part of last year that downward 
pull was a very mild one (though judging by gilt- edged yields it was con- 
tinuously in oper ation), but it became stronger at the end of the year and has 
remained strong since. If therefore building costs have now reached their 
peak and, still more, if the “ liberalization ’’’ of private building leads to more 
economical building (as it certainly should) then the two forces should work 
in the same direction and we should, presumably, look for a more pronounced 
downward trend of house property values. 

That, however, is a matter for the future. What one can say about the 
past in this connotation is that the societies’ high level of new mortgage business 
owes little or nothing to’ any further inflation of values. The ten largest 


Tore building societies maintained in 1951 the strong, steady rate of 
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societies between them made new advances (Table II) aggregating £128} 
millions last year, compared with {129 millions in 1950. These two amounts 
clearly represent much the same quantum of property. If there was any decline 
last year in the total turnover of dwelling houses then, so far as the societies 
were concerned, it was compensated by a further increase in share in the 
financing of house-exchange which falls to their lot. In the post-war period 
as a whole there has unquestionably been such an increase. The building 
societies are more firmly entrenched than ever before in the house-property 
finance business—which is a development that, taken in conjunction with 
the enforced famine of newly-built houses available for private ownership, 


TABLE I 
THE MOVEMENT’S COMPOSITE BALANCE SHEETS 
(£ millions) 



































1938 
LIABILITIES ASSETS 
0/ 0/ 

' ° biea ate /0 
Shares 548.3 72.8 Balances due on mortgages 686.8 — 90.5 
Deposits... 155-7 20.5 Investments... - - 53.2 7.0 
Other liabilities 13.3 I.8 Other assets (including cash) 18.9 2.5 
Reserves 41.6 5-5 

758.9 100.0 758.9 100.0 
I950 
0/ 0/ 
; Oo /0 
Shares 962 76.7 Balances due on mortgages 1,060 8684.4 
Deposits 205 16.3 Investments .. ‘ 150 12.0 
Other liabilities 17 I.4 Cash , 33 2.6 
Reserves 71 5. Other assets . 12 1.0 
1,255 100.0 1,255 100.0 
IQ5I 
) 0/ 
8) . /0 
Shares 1,058 77.9 Balances due on mortgages 1,16t 85.4 
Deposits ‘ 208 I 5-3 Investments. 145 I0.7 
Other liabilities 18 5.3 Cash 40 2.9 
Reserves 75 55 Other assets .. 13 1.0 
1,359 100.0 1,359 100.0 


very few people can have foreseen at the end of the war. 








In a year like last, 


when the banks were being persistently exhorted to eschew property loans, 
it is likely enough that the building societies still further increased their lead 
over rival agencies in the competition for this class of financial service. 

In real terms, nevertheless, building society advances are still below the 


pre-war level. 


Advances by the ten largest societies last year were almost 


exactly double the 1938 figure; but with house values ruling at between two 
and a half and three times those of 1938, last year’s advances, in real terms, 


could not be much more than, say, about three-quarters the 1938 total. 


While the demand for mortgage accommodation remained high throughout 
the year, it seems that the inflow of funds into the societies: was, during the 
greater part of the year, not quite so strong as in 1950. Though the general 
level of interest rates was rising slightly, the ‘‘ movement ”’ as a whole, with 
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a few exceptions, held its rates steady at 2} per cent. for paid-up shares and 
14 per cent. for deposits throughout 1951. Some restrictions previously im- 
posed on amounts accepted for investment may have been relaxed or removed, 
but most of the societies were content, in this period, to allow their holdings 
of cash and investments—or at any rate the ratio of these “ liquid ’’ assets to 
total resources—to fall slightly rather than indulge in any hasty raising of 
investment rates, which would necessarily lead to a corresponding adjustment 
of advance rates. 

Towards the end of the year, when it began to appear that the struggle to 
maintain the status quo of rate levels could no longer be sustained, circum- 
stances came to the help of the societies. The precipitate fall in gilt-edged 
prices (whilst it imposed its penalties, in the shape of depreciation, on the 
building societies as on all other large corporate holders of Government stocks) 
seems to have inspired not a few private holders of such securities to contract 
out of the depreciation threat by transferring their money to the societies. Some 
transfers of funds from banks and trustee savings banks, too, were inspired by 
the publicity given to the probe which the income tax authorities had decided 
to conduct into the ownership of deposits with those institutions. Rather 



























































TaBLeE II 
MORTGAGE BUSINESS 
(£’000’s) 
c 1938 Th, 5 pee Ig50- ~ | “a 951 
New Repay- Balance | New Repay- Balance | New Repay- Balance 
Advances ments* end of year | Advances ments* endof year | Advances ments* end of year 
Halifaxt . . aia és 20,341 18,224 105,178 | 30,500 23,094 126,058 | 31,762 24,947 138,759 
Abbey National = 13,499 12,573 79,207 29,357 19,273 104,487 | 29,304 20,343 118,299 
Co-operative Permanen 7,130 4,604 27,808 12,551 9,803 55,017 | 9,498 9,887 57,128 
Woolwich Equitable{ .. 6,277 5,930 35,921 I1I,950 10,177 51,188 15,034 10,576 58,705 
Leeds Permanent{ . 8,054 6,495 38,00r | 14,644 9,210 44,623 13,713 9,787 50,523 
Provincial - a 1,701 1,325 9,194 | 8,483 6,955 36,157 7,054 75323 3375554 
Burnley .. + = 2,190 2,335 14,055 | 6,731 5,051 25,031 6,134 5,177 27,704 
Temperance Permanent 946 942 6,024 | 5,314 5,116 22,836 | 5,071 5,071 23,888 
Leicester Permanent .. 2,633 2,285 14,94r | 4,517 3,463 20,724 | 5,360 3,015 23,409 
Alliance .. i - 1,079 668 4,525 | 5,458 3,796 20,404 | 5,028 3,849 22,529 
seal | ) 
TotaL (TEN SOCIETIES) 63,850 55,381 334,954 | 129,505 96,543 507,125 | 128,558 100,575 558,498 
* Including interest. ¢ To January 31 of following year. t To September 30. 


than risk the results of these enquiries, quite a few depositors, it seems, pre- 
ferred to put both their money and their income tax liability into the care of 
the building societies. (On the other hand, it is clear; as Table I indicates, 
that building society deposits were adversely affected by the action of big 
depositors in anticipation of the new ‘‘ grossing up for surtax’”’ rule; in 1951 
deposits rose by only £3 millions, while share balances rose by £96 millions.) 

The experience of the Halifax Society, which issues a half-yearly statement 
of accounts, suggests that the net effect of these influences on the societies’ 
funds was quite substantial; the increment of the Halifax resources was more 
than twice as great in the second half of the year as in the first, though to this 
the fact that the society raised its paid-up share rate from 2 to 2} per cent. in 
the final month of its accounting year must have contributed. 

The special influences affecting building society investment money in the 
closing months of last year must, in any case, be looked upon as transitory. 
The raising of the Bank rate to 4 per cent. on March 11 last, accompanied as 
twas by the raising of the banks’ deposit rate from 3 per cent. to 2 per cent., 
can hardly fail to affect the relative attractiveness of building society invest- 
ment. Most of the societies, indeed, have responded by raising their rates 
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on paid-up shares to 24 per cent. and on deposits to 2 per cent., but it 
remains to be seen whether this } or 
tax-paid rates will hold its own against the 1} or 14 per cent. increase in the 
banks’ subject-to-tax rates on deposits. It looks as though the major problem 
of policy facing the leaders of the movement in the current year will 


TABLE III 


SHARE AND DEPOSIT MOVEMENTS 
TEN LARGEST SOCIETIES 


per cent. increment in the societies’ 

















(£’000’s) 
; °% Reserves 
Shares Deposits Total Reserves to 
Liabilities Liabilities 

Halifax* 1938 87,280 35,004 128,243 5,466 4.3 
1950 114,310 40,908 165,455 9,597 5.8 

1951 127,395 39,242 177,212 9,707 505 

Abbey National 1938 38,370 10,510 51,949 2,763 5-3 
1950 95,723 15,241 122,159 6,056 5.4 

I95I 110,725 17,325 1 30,631 6,914 5. 

Co-operative Permanent .. 1938 20,601 8,317 30,278 1,201 4.0 
1950 42,048 18,035 63,630 2,935 4.6 

1951 45,935 16,9380 66,0389 3,004 4.6 

Woolwich Equitablet 1935 27,408 9,896 39,353 1,815 4.6 
1950 49,088 9,730 63,305 3,433 5.5 

1951 50,175 10,100 70,424 3,001 5.1 

Leeds Permanentf 19358 27,947 9,886 40,204 2,022 5.0 
1950 42,280 7,977 54,530 3,062 6.7 

1951 48,423 7,889 60,875 3,876 6.4 

D) a. > ‘ > sie ) -_ ai pm 

Provincial .. 1938 7,128 2,387 10,054 478 4.8 
1950 30,049 8,105 42,335 3,051 702 

1951 33,003 8,651 45,413 3,183 7.0 

Burnley 1938 10,282 4,060 15,300 882 5.8 
1950 20,388 7,490 29,579 1,330 4.5 

1951 23,297 7,027 32,125 1,407 4.6 

Temperance Permanent .. 1938 2,766 2,424 6,191 9gI 16.0 
1950 20,749 3,355 25,912 1,476 507 

1951 21,011 3,550 27,044 1,559 5.5 

Leicester Permanent 1938 11,931 2,234 15,486 1,142 7.4 
1950 18,136 3,100 23,870 2,200 9.2 

1951 20,037 3,308 26,170 2,313 5.5 

Alliance 1938 3,901 508 4,672 88 1.9 
1950 21,402 1,490 23,720 508 2.1 

I95I 23,407 1,861 20,215 585 2.2 

Tota (TEN SOCIETIES) .. 1938 237,614 85,226 341,730 16,851 4.9 
1950 455,379 115,432 614,003 34,500 57 

1951 510,008 116,002 668,795 30,329 5-4 


| 








* To January 31 of following year. + To September 30. 


be that of establishing a new equilibrium between investment and mortgag¢ 
rates consistent with the current higher level of interest rates. Already mott- 
gage rates for new business have been generally increased from 4 per cent. t0 
4% per cent. for occupier-borrower advances, while some societies have notified 
existing borrowers of a similar increase. With the rate of income tax payable 
on investment interest under “Arrangement B”’ now at 5s. 3d. in the f, its 
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a question whether those societies that have decided to refrain for the time 
being from burdening their existing borrowing members with an addition to 
their loan charges will be able to keep their budgets in balance. It goes 
without saying that any further increase in the Bank rate would render this 
policy of restraint no longer tenable. 

As it was, profit margins available for strengthening of reserves last year 
were barely maintained. For the societies in the aggregate, the total sum 
available was much the same as that appropriated to reserves in 1950, 1.e. 
about £4 millions. That statement, however, does not make full allowance 
for depreciation suffered on gilt-edged holdings, in respect of which there is a 
disparity of practice. Some societies return their investment holdings in their 
balance sheets at written-down values (i.e. at or below market price at the 
date of the balance sheet); others put them in at “ book value’’, stating 
the market value in a note and leaving any depreciation to be notionally covered 
by reserves. The latter procedure, of course, has the effect of showing reserves 
at a higher figure than results from the former. 

The same disparity affects the strict comparison of the liquid resources, 
ie. cash plus investments of the different societies, and their ratio to total 


TABLE IV 
LIQUID RESOURCES AND LIQUIDITY RATIOS 











(£'000’s) 
ppm ——— 1938 ~ a 1950 \ es cum > Semmtemeeceee, 
Cash Invest- Ratio Cash Invest- Ratio Cash Invest- Ratio 
ments* % ments* % ments* % 
Halifax? .. is a 5,187 17,182 17.4 3,996 34,922 23.5 5,318 2,640 21.4 
Abbey National .. sa 1,156 4,266 10.4 3,509 13,203 13.7 3,005 13,642 12.6 
Co-operative Permanent 935 1,212 7.3 6,927 I,OI4 12.5 7,856 952 13.2 
Woolwich Equitablet .. 221 2,918 8.0 I,120 10,488 18.3 1,272 9,862 15.8 
Leeds Permanentt < 134 1,949 5.2 1,055 8,606 4 1,308 8,121 15.5 
Provincial va - 186 550 7.0 584 5,283 13.9 1,791 5,719 16.5 
Burnley .. i uP 325 756 7.1 533 3,255 12.8 905 3,339 13.2 
Temperance Permanent. . 38 130 2.7 396 2,551 11.4 542 2,484 II.2 
Leicester Permanent... 56 473 3-4 507 2,439 12.3 530 2,073 9.9 
Alliance .. wi w 63 50 2.4 829 2,073 12.2 1,635 1,456 11.8 
* Investments at book, not market, values. t To January 31 of following year. t To September 30. 


resources (Table IV). The effect in most cases is not very important, but it 
would, of course, be better if community of practice were established. As it is, 
there has been a slight tendency for liquid resources to fall and a more pro- 
nounced tendency for a larger proportion of them to be held in cash and a 
smaller proportion in marketable securities. The largest society, the Halifax, 
stil maintains a long lead over all the others in respect of “ liquidity ”’, 
though it shows some tendency to descend from the Olympian heights it 
occupied in the early post-war years and is now content to have just over one- 
ifth of its assets in liquid form. The other societies of the “ big ten’? now 
return liquidity ratios of from 10 to 163 per cent. In every case these ratios 
are markedly higher than were deemed sufficient before the war. 

This survey must perforce end on a note of speculation about various 
questions of crucial importance to the building society movement. First and 
foremost, and perhaps most unanswerable, are we at or near the peak of the 
“credit squeeze ”’ and of the higher money rates ?. Few people would care to 
answer that question. As rates go over the decades 4 per cent. is by no means 
ahigh Bank rate. But rates, after all, are relative to custom and expectation 
and, while the acuteness of the balance of payments crisis no doubt distinguishes 
the present from past cycles of interest rates, there are signs—the slightly 
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downward trend of basic raw material prices, the recession of trade in certain 
consumer goods industries—which suggest that interest rates may be at or 
near a turning point. It is perhaps even chances, or a little better, that the 
societies will get through the year without having to raise their basic occupier- 
borrower rate beyond the present 43 per cent. If so, one may suspect 
that the demand for their mortgage facilities will not be greatly affected. One 
may hope, indeed, that the Government's decision to permit private building 
of houses up to half, instead of one-fifth, the total number of licences granted 
may stimulate the demand. Certainly, if conditions so develop as to permit 
private building of houses in groups, it should be possible to reduce costs 
substantially. Some competent authorities estimate that under suitable 
conditions a cut of 10 to 15 per cent. in building costs would be attainable; 
that would compensate purchasers for the } per cent. rise in mortgage rates. 

The great social need at this time is not merely for more houses, but for 
cheaper houses; we want hundreds of thousands of new houses but we 
want them with as small an expenditure of national resources as possible. 
There should now be an opportunity for the building societies in conjunction 
with the building industry to make an important contribution to that end. 
We do not indeed at the moment know what the response of local authorities 
to the new authorization will be, but on that the present year should before 
its close bring a good deal of enlightenment. 

There is, unfortunately—it would be less than candid not to mention it— 
still one factor working in the opposite direction, against the cheapening of 
housing costs. That is the decision of the Government to increase by some 50 
per cent. the subsidy of £22 per annum per house payable in respect of local 
authority built houses, in order to compensate for the increase in interest 
charges. This is an aberration which in the ambit of the new dearer money 
policy just does not make sense. Why should the local authorities alone be 
excused the discipline of the rate of interest ° 

Finally, while Government policy is being vigorously if not always wisely 
directed to increasing the nation’s stock of houses, let us never forget that the 
preservation and the economical use of the existing stock is scarcely less 
important. Until rent restriction has been drastically revised, if not abolished, 
it will never be possible to say that our national housing problem is in a fair 


way to be solved. 








Roya. BANK OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 
HEAD OFFICE: ST. ANDREW SQUARE - EDINBURGH 


ie 93 two on _— A its poy Associated Banks: 
e Bank has maintained a tradition o e 
personal touch, and is to-day exceptionally GLYN, MILLS & CO. 
well equipped to provide its customers with a WILLIAMS DEACON’S BANK LTD. 
Banking service which is adaptable, individual 
and complete. 


BRANCHES THROUGHOUT SCOTLAND AND ALSO IN LONDON 


| TOTAL ASSETS £166,583,788 














th 


Wa 


pre 
att 
to 

ign 
we] 


con 
Of 1 


nee 


issu 
lish 
not] 
eXCe 
just 
deal 








283 





The New Pattern of Bank Salaries 
By A Special Correspondent 


in the Clearing Banks at the turn of the year, after the announcement 

by Lloyds Bank of new scales and a scheme of grading. It was clear 
then that the salaries of the other banks would be very soon revised—the 
question was ‘‘ how much?” rather than ‘‘when ?’’—and by the end of 
March, with the announcement of new scales in the other large banks, and 
with a longer perspective of the Lloyds changes themselves, the new pattern 
of banking salaries was becoming apparent. 

In broad outline the scales announced in March show a very considerable 
uniformity; there is diversity in detail, and no more. The Lloyds example 
has not been followed, and the salary structure in that bank is now noticeably 
different from that in the others. Not only have the others decided, for the 
time being at least, against grading in the way that Lloyds has chosen, but 
they have all taken the occasion of the new basic scales to consolidate a part 
of the bonus, which had grown to 273 per cent. in the five years since the 
first post-war consolidation. Whereas Lloyds is still paying a bonus of 
25 per cent. on all salaries, the others are paying only 10 per cent. The man 
of 32, at the top of, say, the Midland’s basic scale, gets £600 plus {60; his 
contemporary in Lloyds gets {570 plus {142 1os. For his present advantage 
of {52 10s. the Lloyds man will probably be content to accept the risk that 
in a recession his salary will be more vulnerable than those of his friends in 
other banks. 

The two tables overleaf show in outline the new scales, the scale sought 
by the National Union of Bank Employees, the 1946 and 1951 figures and 
the pre-war scales. The salary scales of the banks are important in more 
ways than one, for not only do they vitally affect the whole difficult problem 
of recruitment, but they also have a considerable effect on general non- 
professional salary standards. The new scales must be accepted as a bold 
attempt to gain the initiative in recruiting, and there seems to be no reason 
to question at least their short-term effectiveness for this purpose. Even 
ignoring the particular attractiveness of the Lloyds A and B scales (which 
were discussed in January at some length), a salary of £660 at 32, plus a London 
allowance of as much as £50, compares very favourably with salaries in most 
competitive businesses. The new women’s scales are separately tabulated. 
Of them much the same can be said as has been said of the men’s; the recruiting 
need is urgent and is being largely met. 

Important as these new scales are, there are other and more fundamental 
issues involved in the revisions that have now been carried out. The pub- 
lished information covers the younger staff up to, at the most, age 39; it tells 
nothing of what has happened to the “‘ over-scale’”’ and “‘ appointed ’”? men— 
except that the consolidation of bonus into basic salary operates for them 
Just as it does for men on scale. But the scales themselves represent a great 
deal more than the consolidation of 173 per cent. of the bonus. The question 


\ N article in the January issue of THE BANKER reviewed the salary position 
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whether over-scale and appointed staff have received a commensurate increase 
remains to be examined. 

In January it was reported here that the general over-scale rise in Lloyds 
was expected to be about £50; and in the event some, but not all, over-scale 
Lloyds men did get this increase. The proportion of unfortunates is impos- 
sible even to estimate, as also is the proportion of the actual increases that 
might be regarded as merely representing the normal annual revision. In 
the other banks the operation seems to have been basically one of bonus 


MEN’S SALARIES 


(Bonus additions shown in italics) 


Approximate average of salary scales 





1952+ N.U.B.E. 
1951 1952 (Lloyds) Petitiont{ 
1939 1946 274% (general) 25°, Bonus 30°, Bonus 
Bonus* 10°, Bonus 

£ £ f£ £ i £ 
Entry és 60 135 sa°T ae 170 + 17 150+ 373 190 + 57 
>? 135 210 210+ 58 310 + 3I 2600 + 65 290 + 87 
27 255 355 355+ 97 500 + 50 470 + 1174 390 + 117 
32 3600 450 450 + I32 600 + 60 S70 + 1423 525 1544 
39 - — ~ --- — 650 + 162} 640 + 192 


* Lloyds bonus rate was 25 per cent. 

+ Lloyds Grade A goes to {600 at 28, Grade B to £600 at 31, both these salaries exclusive of 
bonus. Salaries in the above scale are Grade C. 

t These claims are minima for unqualified clerks; extra pay is claimed for “ qualified” 
clerks (the qualification being the passing of the Institute of Bankers examinations), and further 
additions are claimed for special work, from cashier upwards. The qualified scale is £60 above 
the figures shown here, and goes on to a higher age; under it an unappointed man of 46 would 
get £750. In all the scales a bonus linked with the Index of Retail Prices is envisaged, each 
complete rise of 5 in the Index adding 5 per cent. to the bonus. At present the bonus would 
be 30 per cent., the rate adopted in the above comparison, 


‘ 


WOMEN’S SALARIES 
(Bonus additions shown in italics) 


Approximate average of salary scales 





He 1952 N.U.B.E. 
[951 1952 (Lloyds) Petitiont 
1939 1946 274% (general) 25°, Bonus 30%, Bonus 
Bonus* 10°, Bonus 

£ £ £ f £ £ 
Entry .. 60 135 B25 Tt 32 170 + 17 150+ 373 190 + 57 
22... IIo 210 210 + 58 205 + 30 2600 + 65 290 + 87 
ae 170 270 270 + 74 370 + 37 350 + 873 390 + II7 
ee 200 310 310 + 85 430 + 43 380 + 95 515 + 1544 
39 mee — —— — -~— 440 + IIO 640 + 192 


* Lloyds bonus rate was 25 per cent. 
+ This is the same scale as the men’s. Equal pay for equal work has long been a plank in 
the N.U.B.E. platform. 


consolidation plus some further actual or promised increase in basic salary. 
The Westminster Bank has consolidated 16 per cent. and added an out-of- 
season rise varying from {20 to £50; Barclays has consolidated 173 per cent. 
and promised special consideration for responsibility at the end of the year; 
the Midland has consolidated 17} per cent. but without the promise; and the 
National Provincial, which has a more complicated salary structure and a 
scale based on work done rather than age, has made some substantial increases, 
in some cases of over {100. In all these cases the bonus now carries on at 
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10 per cent. Some at least of the smaller banks have also treated their senior 
men more generously than have the majority of the Big Five. 

The absence of published figures has always made it hard to comment in 
detail on the overscale salaries in the banks. It has to be borne in mind, 
too, that the different banks have different bases for their pension and widows’ 
funds—for instance, not all the pensions are contributory—while the pre- 
revision positions of overscale men varied between bank and bank much 
more widely than those of men on the scales. But it seems clear that no 
bank has given a uniform percentage increase to overscale staff, whether 
appointed or not (except inasfar as 17} per cent. plus Io per cent. is an increase 
over 274 per cent.—because the new bonus is naturally calculated on the 
portion of the old bonus that has been consolidated). There have been rises 
for many appointed men, though not by any means all; there have been rises 
for some unappointed overscale men, though probably only the minority of 
them. But the total increase (in salary plus bonus) for even the most fortunate 
of the appointed class does not appear to have been much more than {100, 
a figure that at most cannot represent more than about 12} per cent. of 
the total 1951 income. The majority of increases in this senior class seem 
to have been rather of the order of 5 per cent.—and the overscale unappointed 
man is lucky if he has had as much as this; there are some who have had no 
increase at all. 

In the effort to demonstrate what has been happening, it is unfortunately 
impossible to add to the scales shown in Table I the average figures for appointed 
men. If their basic salaries had been increased since 1939 in the same propor- 
tion as the increases conceded to the men at the top of the pre-war salary 
scale, a typical comparison would have been as follows, with the appointed 
man earning in each case twice as much at age 50 as his “ scale ’’ contemporary 
was earning at age 32: 





1939 1946 1952 
f £ f 
Age 32 (scale) 300 450 600 + 10% = 660 


50 and over (appointed) _ 7 20-900 Q00-T,200 I,200-1,500 + 10% = I,320-1,650 


The pre-war salary of £720 instanced here may be regarded as that of an only 
moderately successful manager at 50 (and this level might not inconceivably 
have been attained, by retirement date, by a fortunate “‘unappointed’’ man). 
Moreover, during the nineteen-thirties, salaries of branch managers quite 
often went up to £1,000, so that in these instances the salary multiplier com- 
pared with the top of the scale was almost threefold. The range has narrowed 
spectacularly since then, with the multiplier generally now much below two- 
fold. Managerial salaries now do not often attain £1,500 (at which level the 
multiplier would be 2}). 

In this respect the latest changes have carried a good deal further a 
tendency that has been noticeable ever since the early nineteen-thirties, when 
cuts were made both in existing salaries and in scales for new staff. Since 
1939 the dominant influence upon policy has been the steady rise in the salary 
bill, a rise that carries with it the pension bill, ever more present in the minds 
of bank managements; within the next twenty years the whole of the 
“bulge” in the present age-distribution of staff will be swelling the ranks of 
pensioners and raising the pension payments alarmingly. If it is desired to 
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keep the total cost of salaries and pensions as low as possible, it is obviously 
in the higher reaches of staff that the banks can make economies with least 
danger to themselves. The man of forty and over is far less likely than the 
thirty-year-old to seek other work; and from the point of view of recruitment, 
the published scale is regarded as being much more important than the 
unpublished salaries above it. That is how the problem obviously presents 
itself to those who must base their decisions simply on what they consider 
necessary for the efficient running of their businesses. But, even from this 
standpoint, there is room for criticism of the new arrangements. 

It is, of course, not only in the banks that the gap has narrowed between 
management and routine worker; taxation at the top and the premium that 
full employment and better educational opportunities set on youth have 
combined throughout commerce and industry to reduce the “ incentive ” 
rewards attached to responsibility. This is one of the social phenomena of 
the times, one aspect of the steady depression of the middle class as a whole. 
But the fact that it is so general does not justify its automatic acceptance in 
any particular business. Its effects in the banks have yet to be seen, for so 
far there has been no serious dearth of men ready to welcome responsibility 
for its own sake; they may be disconcerted by the rate at which their juniors 
are catching them up, but they would still prefer to be managers than to 
remain cashiers. Even if the supply of such men continues, the prestige of 
the banks may eventually suffer if the branch manager finds it impossible to 
maintain some appearances of the social position that his pre-war predecessors 
regarded as theirs as of right. The fundamental effects, in terms of significant 
deterioration in the quality of bank service to the community, may be delayed, 
but it is clear that the levelling out is not likely to make for a properly enter- 
prising tone in the business of banking, and were it continued indefinitely it 
could reduce banking to an almost mechanical process of enervation and 
drabness. 

Fortunately, some signs of a changing attitude are already discernible. 
As was pointed out in these columns in January, the grading scheme adopted 
by Lloyds Bank marks a most significant break with traditional bank staffing 
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policies. The National Provincial Bank seems to be moving, somewhat less 
dramatically, in the same direction, for its scale, not tied to ages, encourages 
the ambitious men as such rather more than the conventional 17-32 age- 
srouping, while it allows the bank to check the salary advance of those of its 
staff who show no ambitton or enterprise at all. By permitting a lightening 
of the salary bill in this way, it presumably makes possible better pay at the 
top for those who deserve it. It is surely into one or other of these two types 
of salary structure that the other banks must develop eventually. Increased 
mechanization will tend to divide bank staffs more definitely than they have 
ever been divided in the past into two classes—machine-minders and bankers 
—and mechanization in the banks is hardly out of its swaddling clothes. The 
overscale men who to-day complain of neglect are the victims of a transition 
period, in which the banks have striven to staff their branches still, in the old 
fashion, entirely with potential managers.* 

The process is certainly a costly one. The cost of the latest additions to 
the salary bill cannot be estimated with any degree of accuracy, but a fair 
impression can be gained by first guessing the average increase for the staffs 
as a whole. Taking men and women together and including the increased 
“Jarge-town allowances ’’, the average may be put at about £30 per person. 
This may represent an addition of between two and three million pounds a 
year to the salary bill of the clearing banks as a whole—without taking 
account of the pensions. One of the staff associations has quoted its bank’s 
management as stating that 45 per cent. of the cost of the whole revision is 
on account of present and future pensions. This figure cannot be taken as 
representative of the general experience, since pension provisions vary from 
bank to bank, and not all of them have treated pensions on the same basis 
in this present revision. But it can be regarded as a useful guide to the 
scale of the problem. 

In any community, periods of transition are usually painful for some 
people; the banks can probably say in all honesty to their senior men, “ This 
hurts us as much as it does you’’. For, even from the standpoint of their 
recruiting needs, most banks must be conscious of the weakness in their 
present arrangements; obviously, the best type of recruited clerk will be 
precisely the one most prone to draw inferences from his chief clerk’s and his 
manager's salaries. The man of 25 who has just seen his salary (scale plus 
bonus) increase by well over 25 per cent. may now be reasonably elated, but 
he is shortsighted if he has failed to notice that colleagues of twenty years’ 
seniority have gained perhaps as little as 2} per cent. The future of every 
bank clerk under forty is likely to be much affected by the changes of the next 
few years; the more discerning among them, who realize the importance of the 
issues now arising, will be relieved when the shape of things to come can be 
more clearly seen. The twin shadows of university recruitment and 
mechanization, insubstantial though they still are, combine with the cost 
factor to make it unlikely that the new pattern of salaries will stay unchanged 
for very long. 





_ * Readers interested in these vital issues of staffing policy may care to refer to the full 
discussion of them in a much-quoted series of five articles entitled ‘‘ Staffing the Clearing 


Banks,” which appeared in THE BANKER in the April, June, July, September and November 
ssuest n 1948.—Ep. 
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International Banking Review * 


Australia 


HE Federal Cabinet has instructed the Commonwealth Bank and the Capital 

Issues Committee to assist the development and expansion of essential industries 

in order to mitigate the difficulties that may arise as a result of the import cuts. 
Both institutions have been urged, however, to restrict credit to non-essential 
industries even more rigidly, and to prevent them from expanding their activities 
to meet the new opportunities that may be opened up to them during the period 
when they are temporarily sheltered from foreign competition. 

The Federal Treasurer, Sir Arthur Fadden, has asserted that it is time that 
“the ghost of revaluation of the Australian pound is finally laid’’. Had the 
Australian currency been brought to parity with sterling in 1950, wool growers. 
would hardly have welcomed it while the results for other primary producers would 
have been disastrous. Advocates of appreciation, he said, claimed that it would 
encourage imports, but it was now evident that the flow had been so stimulated 
without appreciation that import cuts had been necessary. The full effects of the 
Government's anti-inflationary policy, the Minister maintained, had yet to be 
felt, but the situation could not be corrected overnight. He believed, however, 
that the measures were meeting with success and that the economy was in a 
much healthier condition than it was six months ago. 


Belgium 

The Belgian Government has raised the proportion of the proceeds of exports 
to E.P.U. countries that has to be retained in a blocked account with the Belgian 
National Bank. In some cases this proportion is now as high as 25 per cent. The 
industries affected will be able to borrow against their blocked funds through the 
banking system or otherwise, but instructions issued by the central bank to the 
commercial banks lay down that loans shall be granted against blocked funds 
only in so far as the exports concerned are now subject to a higher rate of blocking 
than formerly. The banks themselves may apply for non-interest-bearing Treasury 
certificates against balances held at the Central Bank under the blocking arrange- 


ments, and these certificates will be available as cover for loans from the National 
Bank. 


Brazil 


The Government’s draft code for foreign investments, which has been drawn up 
after a detailed official enquiry, provides that investments in the “ special ” 
category—those applied to development schemes in essentially backward areas 
where returns will be of a long-term character—shall have priority rights to 
secure foreign exchange to remit up to 8 per cent. annually on their registered 
capital; these investments will also be granted transport and customs facilities, 
exemption from duty on imports of machinery and other essentials, and a reduction 
of taxes in certain circumstances. ‘‘ Favoured” investments—those of new 
manufacturing concerns making goods in short supply or of undertakings that 
create or economize in the use of foreign exchange—will have similar privileges 
to “ special’ investments, except that they will not enjoy any fiscal exemptions. 
On the remainder of investments, classified as ‘““common’’, annual remittances 
will be permitted up to 4 per cent. of registered capital, but it is implied that this 
fate may be subject to revision if the external payments situation improves. 
An important feature of the draft code is that it rules that profits reinvested in 








+ , = see nen 
Other current international banking news is discussed in ‘“‘A Banker’s Diary ’’, on pages 237-242 
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‘special’ or “‘ favoured ’’ undertakings in Brazil will be considered as consti- 
tuting registered capital for the purposes of foreign remittances. 


Burma 


The Government has introduced legislation that will have the effect of dissolving 
the Burma Currency Board in London and transferring its functions to the Union 
Bank of Burma. The new proposals vest the Union Bank with the full powers 
of a central bank, including those of note issue. The link between the Burmese 
rupee and the £ sterling will be retained at the present level, but the new legislation 
will permit the Burmese rupee to be sub-divided on a “ decimal” system. 


Canada 

The Budget statement for 1952-53 provides for a slight net increase in direct 
taxation, but this is offset to some extent by reductions in taxes on luxury goods. 
The proposals, presented by Mr. Abbott, the Dominion’s Finance Minister, lower 
ordinary personal income taxes by 6 per cent., but impose a special 2 per cent. 
social security tax to pay for old age pensions at 65, and incorporate the 20 per 
cent. defence sur-tax into the new personal income tax schedule; the effect of these 
changes will be to bring about a slight net increase in the direct tax burden. The 
corporation income tax system has also been revised, and excise taxes on motor 
cars, cameras and other luxury and semi-luxury goods have been scaled down. 
After allowing for the proposed tax changes, Mr. Abbott estimated revenue in 
1952-53 at $4,279 millions and expenditure at $4,270 millions, giving a surplus 
of $9 millions. The budget year 1951-52 closed with a surplus of $356 millions, 
with revenue at $4,003 millions and expenditure at $3,647 millions. 


Egypt 

In his address to the annual meeting of the National Bank of Egypt, the 
president, Aly Shamsy Pasha, drew attention to important changes in I95I in 
the composition of the cover to the note issue. Thanks in part to the revaluation 
of the Bank’s gold stock, on the basis of the parity declared to the International 
Monetary Fund, and in part to substantial purchases of gold, the gold portion 
of the note issue cover rose from £E 6.4 millions to £E 60.6 millions during the year. 
Holdings of Egyptian securities increased from £E 63.3 millions to £E 84.3 millions, 
but holdings of British securities declined from £E 121.3 millions to £E 77.9 millions. 
The president pointed out that, in conjunction with the Supreme Committee, the 
National Bank of Egypt can perform all the functions usually carried out by a 
central bank. Owing to the special circumstances prevailing in Egypt, however, 
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there was only limited scope for direct intervention in the money market. A 
policy of credit restriction could be enforced only during the cotton season, and 
disinflation could accordingly be attained only by a general policy of credit 
restriction, embracing both the reserve ratios of commercial banks and the volume 
of advances to the Government. 
Eire 

The Budget proposals for 1952-53 provide for tax increases of {11.3 millions; 
in addition, food subsidies are being reduced from {15.3 millions to £8.6 millions. 
The standard rate of income tax has been raised by Is. to 7s. 6d. in the £, and 
duties on cigarettes, beer and petrol have been increased. In his budget speech, 
the Minister of Finance explained that there was a deficit of £62 millions in the 
balance of payments in 1951 and there was a prospective deficit of £50 millions in 
the current year; the Government are to restrict the deficit with the dollar area 
in the second half of this year to not more than $16 millions, and to keep the 
deficit with the rest of the non-sterling world down to {9 millions. The Govern- 
ment is working on plans to float a national loan for {28 millions. 


France 


Parliamentary approval has been obtained for M. Pinay’s “‘ save the franc ”’ 
Budget. In its final form the Budget does not introduce any increases in taxation, 
but gives the Government authority to decree cuts amounting to Frs. 110,000 
millions in civil expenditure, feeeze plans for Frs. 100,000 millions of additional 
spending on reconstruction and investment until the money can be raised by loans, 
and grants an amnesty for past tax evasion while providing for stern measures to 
suppress tax dodging in future. 

The Government is contemplating putting into operation plans that would 
virtually lead to the creation of a “ tourist franc ’’. Under a scheme outlined by 
the Minister of Public Works, Transport and Tourism, tourists changing foreign 
currency into francs will receive special certificates for price reductions in hotels. 
Hotel owners will obtain compensating tax reductions for accepting these 
certificates. The Minister explained that under the plan hotel owners will be 
granted the status of exporters. The new scheme was intended to stop the move- 
ment into the black market of foreign exchange brought into France by tourists. 


Germany 


The international conference on German debts in London adjourned on April 4 
until May 19. The German delegation promised to use the recess to prepare 
proposals for the settlement of the German debts problem and to place these 
proposals before the conference immediately after its resumption. 

The West German Central Bank has authorized the use of blocked mark 
balances for the purchase of bonds carrying an option to convert into some other 
stock at a later date. ‘‘ Convertible’ bond issues were unknown in Germany 
before the war, but have recently achieved a considerable popularity with German 
investors. 


India 


The slump in world commodity prices, coupled with the deflationary pressure 
exerted by the Reserve Bank’s credit restriction policy, has precipitated a financial 
crisis. Prices in many commodity and stock markets have touched the lowest 
points since the spring of 1949, and the decline in bullion prices in the Bombay 
market has been so severe that for a time quotations were below world free market 
levels. The closing of many of the main markets enabled debtors and creditors 
to make arrangements to ease the position and it is hoped that the crisis has now 
passed its peak. 

















Japan 

The conference of British and Japanese officials has agreed that an increase 
in British exports to Japan would be the best way to check the growth of Japan’s 
sterling balances which have recently reached {100 millions. It was stated, 
however, that Japan was unlikely to take any immediate steps to relax restric- 
tions on exports of steel and textile products to the sterling area. 

The Japanese authorities have arranged to deposit {20 millions in a special 
account at the Bank of England as a token of goodwill tow vards holders of Japanese 
sterling bonds. The money will remain with the Bank of England for two years 
and during that period will be available for payments by Japan to her creditors 
if any settlement of her bonded indebtedness in sterling is arrived at. The transac- 
tion is not to be interpreted as an indication that any negotiations for a settlement 
have yet taken place. Japan has also made a deposit of $20 millions with the 
Federal Reserve Bank of the United States as a gesture to American bondholders, 


Netherlands 


Credit restrictions imposed by the Netherlands Central Bank at the beginning 
of 1951 have been largely discontinued. The relaxation of controls is attributed 
to the disappearance of inflationary influences and the need to counter the recent 
alleged tendency towards excessive deflation. 


New Zealand, 


The Government has announced, its intention to tighten controls on imports 
of motor vehicles from the United Kingdom in order to help preserve sterling 


funds. Except in very special circumstances, no import licences will be granted | 


for built-up motor cars, built-up commercial trucks of less than 30 cwt. and built-up 
commercial vans. Licences will, however, be available to cover shipments by listed 
vessels that left the United Kingdom before the end of April. Licences for other 
classes of vehicles will be determined by the Dominion’s Board of Trade after 
examination of the importer’s requirements. No licences at all are being granted 
for imports of motor cars from the United States. The acting Minister in charge of 
import licensing, Mr. Holyoake, has stated that if import control had not been 
imposed the Dominion’s London balances would have been severely depleted and 
that this would have entailed the imposition of still more severe exchange restric- 
tions later. If all the motor vehicles ordered up to March 12 had been allowed 
to come into the country, 60,000 vehicles would have been imported in 1952 (some 
50 per cent. more than in 1951) at a cost of £30 millions. 

The trading banks have been advised by the Reserve Bank that during 1952 
they should not sell to any importer more than 80 per cent. of the amount of 
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foreign exchange sold to him during 1951, except with the bank’s approval. The 
restriction is described as a temporary measure and is intended to avoid unnecessary 
exchange cuts during the current year. 


Palestine 


The British authorities have announced that the currency issued by the 
Palestine Currency Board has now ceased to be legal tender in all the countries in 
which it was formerly used. The Board is accordingly being wound up and their 
assets will be taken over by the Crown Agents for the Colonies, who have 
appointed Barclays (D., C. and O.) as their agents for the redemption of any notes 
outstanding. 

Portugal 

A new agreement covering Anglo-Portuguese trade in 1952 makes provision 
for the supply of essential goods and for the maintenance of other traditional 
exports in both directions. The new programme takes account of the recent 
alteration in the economic and financial circumstances of both countries, especially 
of Britain’s need to restrict imports because of her unfavourable balance of pay- 
ments and Portugal’s need to control exports to countries in E.P.U. with which 
she has an excessive credit balance. 


South Africa 


Mr. Havenga’s budget proposals for 1952-53 provide for an increase of 6d. in 
the £ on the “‘ normal tax ” on all industrial, commercial, and base mineral mining 
companies, which is thus raised to 5s. in the £ for industrial companies and 6s. 
in the £ for mining concerns. The “ normal tax ’’ on diamond mines is to be 
increased by Is. to gs. in the {, but taxation on gold mining is not to be altered. 
The proposals also provide for higher excise duties on beer, tobacco, mineral waters 
and home-produced sweets. During his Budget speech the Minister announced 
that South Africa’s Bank rate was being raised from 3} to 4 per cent. and that the 
Union was making an immediate sale of {10 millions of gold to the United Kingdom 
to ease the pressure on the central reserves of the sterling area. 

The report of the Committee of Inquiry into the Union’s tax-levying machinery 
states that no concrete evidence has been produced to show that the rate of tax 
on non-resident shareholders has any substantial effect in reducing the flow of 
capital into the country. It recommends, therefore, that the tax should continue 
to form a part of the tax structure but that the implications for the inflow of capital 
of any suggested future increase in the rate should be carefully studied. The 
Committee’s main recommendations are designed to remove what it considers 
to be the biggest single factor contributing to the unwieldiness of the tax structure 
—the superimposing of taxes levied by the provinces on taxes charged by the 
State on the same income. 


United States 


The Patman Committee has not been able to reach any firm conclusions on 
whether the Treasury or the Federal Reserve Board should have ultimate respon- 
sibility for the management of U.S. monetary policy. It is hoped, however, that 
it will be possible to continue the compromise agreement reached between the 
two bodies in 1951. 

A survey undertaken by the Department of Commerce estimates that expen- 
ditures on new plant and equipment by U.S. business men will rise by 4 per cent. 
during 1952 to the new record level of $24,100 millions. All the main industrial 
groups, except the railroads and that labelled ‘“‘ commercial and miscellaneous ”’, 
plan larger outputs this year than last. The survey reports that manufacturers 
are expecting a 5 per cent. expansion in sales during the year, 
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Appointments and Retirements 





Alexanders Discount Company Limited—Mr. M. L. Cregeen to be an assistant manager. 
Australia and New Zealand Bank—\Mr. Robert W. Foot, O.B.E., M.C., has retired from the 
board of directors. 

Barclays Bank—Head Office: Mr. F. C. Woodward to be a general managers’ assistant. Mr. 
C. S. Loweth, from Stepney, to be a controller of advances. Mr. L. T. Cooper and Mr. G. W, 
Randell to be inspectors. Mr. G. B. Drury to be staff architect. Bermondsey, New Nent Rd.: 
Mr. C. S. Challoner, from Walworth, to be manager. Neasden: Mr. C. W. Stockton, from 
Walham Green, to be manager. 5 Oxford St.: Mr. D. H. V. Thomas, from Westbourne Grove. 


to be manager. Park Lane: Mr. T. B. Bond, from Regent St., to be manager. 208 Regent St. : 


Mr. J. H. Cousen, from 5 Oxford St., to be manager. Stanmore: Mr. G. H. Brewer, from Clerken- 
well, to be manager. Tooting, Upper, and Wandsworth Common: Mr. W. R. Herring, from 
Kingston-on-Thames, to be manager. Walworth: Mr. E. P. Evans, from Charlton, to be 
manager. Westbourne Grove: Mr. H. J. Francis, from Cavendish Square, to be manager. Blyth: 
Mr. J. S. Dodds, from Carlisle, to be manager. Callington: Mr. G. P. White, from Penzance, 
to be manager. I[pswich, Loca! Head Office: Mr. A. L. Godden, from Station Rd., Reading, to be 
manager. Liverpool—Water St.: Mr. A. G. Smith, from Liverpool foreign branch, to be manager: 
Foreign Branch: Mr. A. Booth to be manager. Newcastle, Byker: Mr. C. W. N. Trueman, from 
Blyth, to be manager. Reading—King St.: Mr. R. B. Pinniger to be manager; S/ation Rid.: 
Mr. C. V. Burnside, from King St., Reading, to be manager. 

Chartered Bank of India, Australia & China—Lord Colgrain of Everlands has retired from 
the court of directors. 

District Bank—Barrow-in-Furness: Mr. H. W. Hargreaves, from Carlisle, to be manager. 
Haslingden: Mr. T. S. Lord, from Nelson, to be manager. 

Lloyds Bank—Board of Directors: Sir Eric Vansittart Bowater has been elected to a seat on 
the board. Totnes: Mr. S. N. Morgan, from Torquay, to be manager on retirement of Mr. E. T. 
Cox. Whitstable: Mr. R. I. H. S. Beaumont, from Bath, to be manager. Leeds District Office: 
To be known in future as Yorkshire district offie. 

Martins Bank—Accrington: Mr. F. J. E. Cooke to be manager. London, Kensington 





High St.: Mr. A. N. L. Brodrick to be manager. Middlesbrough, Linthorpe Rd.: Mr. F. Robinson 


to be manager. Sunderland, Chester Rd.: Mr. L. Walker to be manager. Stockton-on-Tees, 
Norton Rd.: Mr. R. Wilson to be manager. West Hartlepool, York Rd.: Mr. K. Young to be 
manager. Willington: Mr. A. D. Scotson to be manager. 

Midland Bank—Sir John Hathorn Hall, G.C.M.G., has been elected a member of the board 
and of the board of the Midland Bank Executor and Trustee Co., Ltd. Head Office: Mr. IF’. Measures, 
from Cornhill, to be a superintendent of branches on retirement of Mr. P. J. Rowlinson. London, 
Upper Holloway: Mr. S. G. Andrews to be manager of this branch, formerly under the same 
management as 506 Holloway Rd. Birmingham, Hall Green: Mr. N.S. Miller, from Five Ways, 
to be manager on retirement of Mr. E. R. Day. Cardiff, Roath: Mr. A. L. Thomas, from 
Treorchy, to be manager on retirement of Mr. A. V. Harrison. 

National Provincial Bank —Head Office: Mr. D. B. Brooks to be head of security dept. on retire- 
ment of Mr. C. R. S. Saunders. Portsmouth, Trustee Branch: Mr. J. G. Eades, from Hull, to be 
manager of this new branch to be opened shortly. Camden Town: Mr. J. H. Crookes, from 
Chancery Lane, to be manager on retirement of Mr. R. P. Newman. Birmingham—Erdington: 
Mr. R. T. S. Cox, from head office, to be manager; Sparkhill: Mr. H. R. Fryer to be manager. 
Bude: Mr. G. A. J. S. Parker, from Honiton, to be manager on retirement of Mr. E. I. Chard. 
Chesham: Mr. H. J. W. Pheby, from Wendover, to be manager on retirement of Mr. R. L. White. 
Old Colwyn: Mr. I. Jones, from Colwyn Bay, to be manager. Conway: Mr. J. Parry, from Old 
Colwyn, to be manager on retirement of Mr. J. Edwards. Flint: Mr. T. H. Williams, from 
Llandudno, to be manager. Folkestone: Mr. J. R. Boyle has, for reasons of health, relinquished 
his appointment as a joint chief controller and is to be manager on retirement of Mr. C. Blount. 
Gloucestey: Mr. J. W. P. Williams, from Tiverton, to be manager. Llangollen: Mr. N. P. Smith, 
from Flint, to be manager on retirement of Mr. R. G. Smith-Owen. Lymington: Mr. K. B. 
Haig, from Worthing, to be manager. .Warch: Mr. I. C. Wright, from Long Sutton, to be manager 
on retirement of Mr. H. C. Ratcliffe. Newbury: Mr. A. G. Chambers, from Leicester, to be 
manager. New Swindon: Mr. H. V. Mann, from Exeter, to be manager. Tiverton: Mr. H. A. 
Yeo, from Newbury, to be manager. To be Inspectors of Branches: Mr. D. S. Morris, from Head 
Office; Mr. V. L. Edwards, from Birmingham; and Mr. K. J. Cruickshank, from Holborn Circus. 
Smith St. Aubyn & Co., Limited—Mr. James Carmichael Ness has been appointed a managins 
director. Mr. J. Fk. B. Pomeroy to be secretary in succession to Mr. Ness. 

Westminster Bank—Head Office (41 Lothbury, E.C.2): Mr. A. T. Smith, from Highbury, 
be an inspector of branches. Fleet St.: Mr. D. M. R. Rycott to be manager on retirement ot 
Mr. L. Marsh. Highbury: Mr. W. H. Howard, from Herne Hill, to be manager. Southend-on-Sea, 
Victovia Circus: Mr. E. E. Dobby, from Brighton, to be manager on retirement of Mr. E, 5. 
Wentworth. Stockwell: Mr. E. G. Pearson, from Brixton, to be manager in succession to the 
late Mr. J. E. Parmiter. Streatham Hill: Mr. E. W. V. Butcher, from Islington, to be manage 
on retirement of Mr. M. A. Prismall. 
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Years and 


Quarters 


1946 
1947 
1948 
1949 
1950: 


If 
III 
IV 


Total, 1950 


1951: 
I 


II 
Itt 
IV 


Total, 1951 


1952: 
I 


* The reserves ran down by 


millions in March. 


Year to 
Mar. 31: 


1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 


Ord. 

Exp. 

{m. 
1054.8* 
1809.7* 
3867. 
4775: 
5623. 
5788 
6057. 
5474: 
3910. 
3187. 
3152. 
3356. 
3238. 
4026.3 
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Banking Statistics 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net 
Deficit 


908 
4131 
1710 
1532 

+ 40 
+180 
+187 
+ 398 


+ 805 


ed 





+ 360 
+ 54 
— 638 
a= 940 


— I 164 


—6360 





Canadian 
Credits 
1123 
3273 
352 

116 


Financed by : 
U.S. and Purchases S. African 
from Gold 
I.M.F. Loan 
240 — 
128 325 
52 —_ 


$299 millions in 


January, $2606 millio 





E.R.P. 








I 


Ordinary Revenue and Expenditure 


Ord. 

Rev. Deficit 

{m. £m. 

927.3 127.5°* 
1049.2 760.5* 
1408.9 2458.3 
2074.1 2701.6 
2819.9 2803.3 
3038.5 2749.9 
3238.1 2819.7 
3284.5 2190.3 
3341.2 569.1 
3844.9 657.8 
4006.6 853.8t 
3924.0 567.4T 
3977.8 739.9T 
4433-4 407.17 


* Allowing for loan expenditure. 








Floating Debt 





April 21, 
1951 
sm, 
Ways and Means Advances: 
Bank of England sais 
Public Departments 450.5 
Treasury Bills: 
Tender 3220.0 
Tap ak Bes - 1779.5 
Treasury deposit receipts .. 344.0 
5794.0 





Mar. 22, 


1952 
£m. 











By Ord. 
Quarters: Exp. 
£m. 
1948 IV .. 791.4 
ae oe 996.2 
II 754.0 
. 833.0 
BY ss 823.7 
1950 I... 946.0 
Be es 725.2 
EES i 778.2 
sss Se 
1951 I... 930.8 
II .. 829.6 
an 
IV .. 1090.6 
1952 I .. 1334.9 
t Surplus. 

Mar. 31,  <April 5, 
1952 1952 
#m. ém. 
337-9 332-5 
~ 2380.0 

1p." 1919.6 

4011.0 4032.1 





Change 
in 
Reserves 
+ 220 
— 618 
— 223 
— 168 


296 
438 
334 
544 


r+ 





+1612 


—_ 


+ 458 
+ 109 
- 598 
— 934 
— 965 


- eas 


Ord. 
Rev. 
£m. 
802.7 
1577-9 
750.7 
820.7 
811.0 
1536.3 
768.8 
813.3 
791.6 
1604.2 
846.0 
938.6 
898.7 
1751.2 


April 12, 


1952 
£m. 


1,0 
395-3 


2440.0 
1900.9 


_—- 





4347-3 





Reserves 
at end of 
Period 


2696 
2079 
1856 
1688 


1984 
2422 
2756 
3300 


3300 


—__—— = 


3758 
3867 
3269 
2335 





2335 





=) * 
17¢ ) 


ns in February, and $70 


Deficit 
£m. 
11.37 

581.7 
2.8f 
13.3 
12.7 
590.37 
43.5T 
35.1f 
I2.1 
673.41 
16.4f 
6 


191.9 
616.37 


April 19, 
1952 
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BANQUE DE LA SOCIETE GENERALE DE BELGIQUE 


Societe Anonyme 


3 Montagne du Parc, Brussels, Belgium 





THE LEADING BELGIAN BANK WITH 136 YEARS OF EXPERIENCE 


BALANCE SHEET, 3ist DECEMBER, 1951 


ASSETS 


CURRENT ASSETS: 
Cash in hand, with the Banque Nationale 
and Postal Cheque Othce ; 
Money at call + _ , 15.940.000,00 
Balances due trom banks ae =) 658.340.957,43 
Head Office, Branches and Banking 
Affiliates. . “a 
Other short term assets 


449.0609.971,22 
955.352.498,27 
Bills portfolio : 
Trade bills ‘a 
Government bills 
rediscountable 
with the Banque 
Nationale .. i 
Government bills 
mobilizable up to 
93° with the 
Banque Nationale 9.9 }3-400.000,00 


3-497.440.045,44 


3.100.000.000,00 


= ——eme F0.500.640.045,44 
Loans and advances on securities a 173.898.866,62 
Customers’ liability for acceptances 


3.208. 385.607 
Accounts receivable 


: 


7 
6 


Nita <i “As 
4-4 34-7490-543,0. 


—_ 


Securities portfolio : 
Legal reserve securities 
Belgian Government 

securities a 
Foreign Government 
securities 
Bank stocks 
Other securities 


=0.060.000,00 


2.235.755.608,55 

2.430.004,00 
590.095.5 74,50 
2 30.034.304,00 


ws 


Other assets +4 - 4g a 27. 


ad 
= 


.716.974.630,58 


rIX=p ASSETs ;: 

Bank premises 3 

Participation in real esta 
companies 

Amounts due fr 
companies 


= i 22.000.000,00 
te subsidiary 


I,0o 


in rea] estate subsidiary 
1,00 
I22.000.002,00 


rrs. 31.535.974.032,58 





+; 


=140 Belgian Francs. 


CONTINGENT 


LIABILITIES 





CURRENT LIABILITIES: 
Belg. Frs. * 
Preterred or guaranteed creditors : 
Banque Nationale de 
Belgique 
()ther creditors 


— 28.136.555,99 
Balances due to banks .. - oa 
Head Office, Branches and Banking 

Athliates : me 393.506.230,19 
Acceptances Sivek sais wi .. 3-208.385.607,75 
(ther short term liabilities ~ ia 392.739.843,9% 
Creditors for bills in course of collection 39 3.834.478,44 


2.176.436.466,50 


Deposits and other accounts : 
On sight or at 
month’s notice 20. 362.791.754,40 
Time deposits .. 2.306.806.042,11 


one 


22.069.597.790,51 
Amounts callable on securities .. 5 2 
(ther habuilities 


CAPITAL AND RESERVES: 

Capital a - oi ou 

Legal reserve fund (Royal Decree nr. 185 
ant. 39) «. aie 

Available reserves 7 oP 

Reserve deriving from revaluation 
investments 


500.000.000,00 


50.000.000,00 
. 079.5 49.505,02 
Ol 


PROFIT AND Loss LCCOUNT 
Balance brought forward 
Balance for rosI 


215.030.076,47 
brs. 31.838.974.632,58 


ACCOUNTS : 





Assets pledged as collateral : 


For own account with Banque Nationale (credit unused) 
For account of others 


securities pledged for own account 
Uuarantees received - os 
ullarantees given for account of others 
Bills rediscounted 
Forward exchange 7: 
securities held in safe custody 
M. » 
Monetary reform law (Law of 14-10-1945 art. 1): 
4) For private holders . . 
(0} For tax-collectors 


ther accounts 


Belg. Fr. * 


2.110.000.000,00 
20.030. 500,00 
ie . 2.130.030.500,00 
95-250.000,00 
11.630.031.943,53 
3.gO7.244.691,06 
2.529.427.094,57 
1.209.070.471,55 


62.073.356.981,98 


e- 6.369.783.907,24 
827.879.779,38 


7.197.663.746,62 
8.913.016.097,30 


Principal Correspondent in London: BANQUE BELGE POUR L’ETRANGER (OVERSEAS) LIMITED, E.C.2 
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BANK OF SCOTLAND 


HE Annual General Meeting of the Pro- 

prietors of the Bank of Scotland was held 

within the Head Office, Edinburgh, on 
April r. The Rt. Honourable Lord Elphinstone, 
K.T., Governor of the Bank, presided. 

In submitting the Directors’ report, the 
Chairman said: 

Following upon his appointment a_ few 
months ago as the first Minister of State for 
Scotland the Earl of Home resigned from the 
Board. It is, to all of us, a matter of sincere 
regret that we have been deprived of his 
valuable services. He takes with him to his 
new high Office our congratulations and good 
wishes. 

CONDITIONS IN SCOTLAND 

The conditions under which Scottish Trade 
and Commerce have operated during 1951 have 
been exhaustively and admirably summarised 
in Government and Trade Reviews and | 
propose, therefore, to confine myself to one or 
two general observations. 

The appointment of a Minister of State and 
a third Under-Secretary of State is a step of 
much significance. We hope this development 
will mean not only a more intensive and know- 
ledgeable direction of our purely domestic 
affairs, but also a simplification in adminis- 
tration. 

Scottish manufactures and products con- 
tinue to make a substantial contribution to 
the Export drive and, thanks to the initiative 
and energy of the Scottish Council (Develop- 
ment and Industry), our Chambers of Com- 
merce, Local Authorities and Trade Organisa- 
tions, the range of our Industrial activities 
continues to widen. Rearmament and raw 
material shortages will inevitably retard 
development —or at least encourage develop- 
ment only in certain directions. This much 
is clear, however, our national solvency and 
security demand priority for exports and 
defence. 

The farming year was marked by anxiety 
and we were called upon to give assistance to 
many farmer customers to carry them over the 
period of stringency. 

INFLATION 

It is unfortunate that the various proposals 
and actions of recent years intended to combat 
[Inflation have not proved fully efiective. With 
the Bank Kate once more exercising its cor- 
rective influence, and its traditional function 
as a stabiliser and a deterrent to over-expan- 
sion, interest rates are more realistic and the 
position is now healthier. 


THE BANK’S BALANCE SHEET 


The far-reaching changes in the economic 


conditions of this Country are reflected in our 


Balance Sheet figures. 

In keeping with the 
to record a moderate fall in Deposits. 
Investment portfolio the position has been 
further affected by heavy depreciation ‘in 
market values. 


veneral trend we have 


Compared with a vear ago the 


In our 





index figure for Gilt-edged Stocks is down by 


ten points and the consequential strain upon 
our resources has been severe. 

Loans and Advances have increased by 
£4,300,000 during the year. A not inconsider- 
able part of this is represented by our quota of 
the additional borrowings of the Nationalised 
Industries and Public Corporations. These 
carry a low rate of interest and the earning 
capacity of ‘‘Advances’’ is thus less than is 
sometimes assumed. 

The basic consideration in our lending under 
present conditions is that 1t should pass the 
test of being for ‘‘ essential ’’ purposes and we 
endeavour faithfully to interpret the spirit of 
the Treasury directives in dealing with all 
requests for accommodation. Many of these 
are for purposes which, but for the heavy 
burden of taxation, would normally be financed 
out of the borrowers’ own resources. It is clear 
that high levels of taxation inevitably dis- 
courage enterprise and nullify thrift. 

If the production of coal and food and 
manufactured articles could only be stepped 
up by even a modest percentage there would 
in a very short time be an amazing improve- 
ment in the situation. 

If this Country is to recover its former pros- 
perity there must be a return to the high moral 
standards which in the past actuated the great 
majority of our people. A _ country-wide 
revival of these old qualities and virtues would 
make a wonderful drfterence to our conditions 
and prospects, and to our status among the 
Nations. 

RESULTS FOR THE YEAR 

The general increases in operating costs, 
particularly the higher levels of Staff remunera- 
tion, have naturally affected our profits and 
these show some contraction. 

Our first line resources in the form of Cash, 
Bank Balances, Money at Call, etc., etc., repre- 
sent 33 per cent. of our total Liabilities to the 
Public. Adding our Investments—-practically 
all British Government Stocks——the total 1s 
eqyial to 76 per cent. of our Public Liabilities. 
The Investments appear in the Balance Sheet 
at less than their market value on February 29. 

After allowing for taxation and after making 
provision for contingencies and all known bad 
and doubtful debts: 
£ 290, 320 

[91,979 


the nett profits are 
adding the balance from last vear 


there is available .. .. £482,299 
Out of this there has been transferred : 

To Reserve for Con- 
tingencies ‘ 

To Trustees for Staft 
Pension Fund 

and after payment 
of a Dividend of 
12 per cent. for 
the year (less Tax} 
taking 


£ 110,000 


30,000 


151,200 
291, 200 


carried —-----~ = 
£191,009 


TT 


The Report and Accounts were adopted. 


there is left to be 
forward 
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BANK OF ATHENS 


CONTINUED 


MR. COSTI J. 


N the course of his speech at the fifty-eighth 

annual general meeting of the Bank of 

Athens, held at its Head Office, Athens, on 
April 12, the Chairman and General Manager, 
Mr. Costi J. Eliasco, stated that the year under 
review had been characterized by a continuous 
rise in the prices of raw materials and in the 
cost of living, with the increased yield from 
taxes in Greece being offset by the reduction in 
American aid which completely upset previous 
Budget calculations. 


Inflationary pressure had been maintained 
throughout 1951 and led to an increase in the 
sale of gold sovereigns on the free market, but 
this policy of the Issuing Bank of supporting 
the convertibility of Drachmae against gold is, 
nevertheless, the barrier which holds back the 
depreciation of the national currency. It was 
to be hoped that by restricting credits, by 
maintaining wages at their present level and, 
above all, by the settlement of the present un- 
stable political situation, the result would be a 
change in the quite excusable mentality which 
has resulted in the Drachma being the un- 
wanted currency which everybody endeavours 
rather to borrow than to acquire. Measures 
taken to arrest the depreciation of the currency 
and to establish foundations for its recovery 
should be applied with flexibility, the best way 
to achieve tangible results being to curtail 
State expenses by reducing the number of civil 
servants and by increasing their working hours. 


The Chairman praised the efforts of the 
Ministry of Finance and the Currency Com- 
mittee, that so essential organization, for ward- 
ing off the dangers of devaluation in spite of 
those fascinated by the vistas which devalna- 
tion still holds for them. 


Banking activities increased during 1951 
with corresponding increase in profits as well as 
In general expenses, but it is advisable to con- 
tinue to pursue a policy which strengthens the 
reserves. On the other hand, on account of 
credit restrictions in Greece, the majority of 
businesses are short of funds and consequently 
they should be able to have recourse to private 
capital without constantly relying on the 
Issuing Bank to obtain the means for the 
operation of factories and workshops—even 
when confronted by rising prices of raw 
materials and wages. The whole problem is a 
matter of confidence: confidence in the currency 
and confidence in the productive capacity of 


[INFLATIONARY 


ELI 


ASCO'’S REVIEW 


the country, which are retarded if social re- 
forms are applied with haste, to the detriment 
of the working classes themselves. 


Exports continued to lag behind and the 
commercial balance was as equally unfavourable 
as that of the previous year. 


The Balance-Sheet totalledDr. 
1,492,177,000,000, equivalent at the official rate 
of Dr. 42,000 to £35,528,024, as against Dr. 
1,090,132,000,000, OT £26,098, 381, for the pre- 
ceding year. Deposits show an increase ot 55 
per cent., corresponding to about one-quarter 
of the total increase in all bank deposits in the 
country. 


Net profits for the year amounted to Dr. 
7,029,129,557 and it was proposed to distribute 
a 2TOSS dividend of Dr. 60,000 on each Dr. I ,000 
share, as against Dr. 35,000 net for the previous 
vear. 

The Bank had acquired several additional 
sites for the erection of local branches. The 
branches in Egypt continued to make satis- 
factory progress, as did the affiliates in New 
York and Johannesburg. 


During 1951 a contract was signed by the 
Bank with the Hellenic-American General Lig- 
nite Products Co. Inc. for the granting of a 
loan from funds of the Reconstruction Aid to 
the extent of $13,836,000 to exploit the 
Ptolemais lignite. This is the largest recon- 
struction loan which has been granted to a 
private enterprise in Greece. 

Paying tribute to the efficiency of the staff, 
the Chairman concluded: 


If we only look to the immediate future, 
which shows such uncertainty on account of 
the complicated internal political situation, we 
should perhaps take a pessimistic view of the 
possibility of any economic progress. How- 
ever, it is perhaps advisable to compare the 
conditions prevailing to-day with those of a 
few years ago, particularly just after the ter- 
mination of the Communistic revolt, when we 
shall have a feeling of admiration for the efforts 
at reconstruction and rehabilitation made by 
the country, as well as gratitude to the Great 
Powers who have assisted us so generously in 
these efforts. The acknowledgment of this, 
added to the increasing hopes of the settlement 
of international differences, permits us to look 
forward to the future with a certain amount of 
confidence. 
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(2) Freedom of travel across state frontiers, 





HE Board of Directors expresses grati- (3) Removal of customs barriers. 
‘atio ) he continue yrogress an : ; : > > 
eg ” a oe “3 — o - aia d (4) Establishment of a Central Federal Bank 
1p ~ “i nh ¢ » "—O > Ss 4 Ss ‘ " : a ®, 
“— “ “i os . a “om ' . +) ” ~ which will make possible the unifica- 
< O play ? a) ng O > £C y . ° : . . 
: ‘ a cs 4 — aa = the Middle tion of currency and supervision of 
SN » “<> ie) » i ¢ » ) Tl 2S > 5 » - i a 
ee ee eee ae St eee financial problems. 
East is great and that it will continue to play 
Arabs all over the world are extremely cager 


an equally effective role in promoting close 
cooperation among these countries for the 
attainment of prosperity and economic 
stability. The countries in this part of the 
world hold aneminent position in world affairs. 
The West in general, and Europe in particular, 
depend very largely on Middle East oil for the The value of Documentary Credits and 
execution of their plans of economic recon- Guarantees in the balance sheet is_ J.D, 
struction and armament. 4,881,522, with an increase of J.D. £52,709 on 
The Iranian controversy paved the way the figure for 1950. The total value of all 
before Iraq, Saudi Arabia, Iwuwait, Bahrein Documentary Credits opened during the whole 
and Qatar to obtain more generous conditions year reached J.D 14,000,000, with a sub- 
from the companies holding oil concessions in _ stantial increase of 30°,, over this total in 1950. 
these countries. Production in these Arab The earnings for the year 1951 amounted to 
countries will be increased very shortly to an — ]_[), 669,278, which is ].D. 108,932 in excess 
annual output of one hundred and fitty million over the earnings realized in 1950. 
tons, providing direct revenue to the govern- 


to see the above objectives fully realized. 

Total resources in this year’s balance sheet 
exceeded the twenty millions mark for the 
first time and is now J.D. 20,597,687, which is 
J.D. 1,453,049 in excess on 1950 figure. 


ments concerned of £150,000,000, in addition eee a ls 
siimiceecilll my hs pet NEW BRANCHES 
to other expenditure in the area. 
two branches of Mahallah Kubrah in 


In Iraq, Syria and Jordan, plans are under The 
way to set up modern oil refineries to meet Egypt and Tripoli in Lebanon started func- 
local needs. tioning in 1951. The proposed branch in 

The Arab States can only hope to raise the Tanta, Egypt, will be ready for opening early 
standard of living of their people and develop — this year, 1952. It is hoped that arrangements 
the resources of their countries by realizing the to extend to United Libya and the Sudan will 
following objectives: be completed shortly. 





























ARAB BANK LIMITED 3 
( 
C 
BALANCE SHEET AS AT 31st DECEMBER, 1951 : 
(To the nearest Dinar) . 
1950 ASSETS 1951 C 
J.D. J.D. 
8,202,387 Cash in hand and at Banks - st ; 8,483,574 
454,413 Securities and Government Bonds (Market price) oid oi es a 452,552 
821,295 Bills Discounted ; Bx ie - - ¥ 1,185,670 
4,721,090 Advances to Customers. 53436,088 
4,728,813 Customers’ Liability on Guarantees and Credits ( (per Contra) - a 4,881,522 
62,103 Properties (after depreciation) wi 58,852 E 
$7,358 Furniture (after paced ‘i a - Pe eg 72,854 . 
96,579 Other Assets ee 4 - - or - “~~ ve 26,575 t 
19,144,038 20,597,687 rn 
bil oa es 0 
1950 LIABILITIES 1951 0 
J.D. | J.D. Oth 
11,038,232 Deposits and other Accounts .. si i of 7 os > 12,270,120 r 
154,749 Bills Payable... si a 170,177 0; 
4,728,813 Guarantees and Credits on Account of Customers (per Contra) ea % 4,881,§22 
Other Liabilities - ai - 28,833 Sand 
Authorized and Subscribed Capital: Bill 
37,500 Founders’ Shares at J.D. 4—Fully paid .. me 150,000 Fore; 
237,500 Ordinary Shares at J.D. 4—Fully paid .. mS 950,000 Mo 
1,100,000 — 
Reserve Fund a Ks a ‘“s ‘ie ie 1,502,043 Cosh- 
Special Reserve Sd - re a a ne 465,376 NJ 
3,058,375 ———— 3,067,419 Ott 
General Profit and Loss Account: 
163,869 Balance of Profits ™ és 179,616 Contr: 
19,144,038 20,597,687 - 
Abdul Hameed Shoman Abdul Majeed Shoman 
Chairman, Board of Directors Member, Board of Directors 
CHER 
M. VI} 











NATIONAL BANK OF EGYPT 


TREND OF PRICES 





MONETARY SITUATION 





SOUND POSITION OF EGYPTIAN POUND 





ALY SHAMSY PASHA ON THE OUTLOOK 














HE fifty-second annual general meeting 
of the National Bank ot Egypt was held 


on March 26 in Cairo, 


when the report 


of the directors and the balance sheet as follows 


were submitted : 


BALANCE SHEET, DECEMBER 31, 1951 


ISSUE DEPARTMENT 
LIABILITIES 


Notes issued . 


Reserve (Art. 14 of L: aw 57 ‘of 1951) 


ASSETS 


Gold 
Eeyptian and Fore ign Gove rnment Tre asury 
Bills and Securities “a vy 


BANKING DEPARTMENT 


LIABILITIES 
Share capital: 
300,000 fully paid shares of E.f1o each 
Reserve Fund: 
Statutory reserve.. {£E.1,500,000: 000 


Special reserve .. £E.1,500,000: 000 





Egyptian Government - ‘a el 
Egyptian Government Special Treasury 
Bills account (Art. 14 of Law 57 of 1951) 
Sudan Government . 
Banks in Egypt (Art. 19 of Law 57 of 1951) 
Current, Deposit and other Accounts 
Cheques payable + i 
Sundry other accounts 
Provision for payment of final dividend at 
the rate of 16% p.a. a ‘3 
Profit and Loss Account, bz alance .. 
Contra Accounts: 
Credits Opened and Letters of Guarantee 
issued, &c. rv 


ASSETS 


Egyptian and Foreign Government Treasury 
o, P 


Bills and Securities and Securities guaran- 
teed by the a Government 
Sundry Securities ie 
Advances to Banks in Egypt: 
Onmerchandise .. {£E. 1,200,000: 000 
On securities re LE. 15,42 3,6 668:  gn8 


Other Advances: 
On merchandise 
On securities 


£E.9,416,798: 424 
£E. 1,243, 996: 308 

Sundry other advances 

Bills discounted 

Foreign Bankers and Correspondents and 
Money at Call ‘ i i 

Sundry other accounts 


Buildings 
aS 
N.B.E, Notes £E.10,082,746: 000 
.144,000: 418 


Other notes and coin £E 





Contra Accounts: 
Clients’ Liability for Credits Opened, 
Letters of Guarantee issued, &c. 


CHERIF SABRY ] 
M.VINCENOT —f- Directors. 


LE. MM. 
211,000,000 000 
11,760,711 521 





222,760,711 521 





fE, MM. 


60,552,606 439 


16 #208, 105 o82 


222,760,711I 521 








fE. MM. 


3,000,000 000 


3,000,000 000 
30,750,427 747 


$0,000,000 O00 
9,304,763 301 
51,487,025 209 
66 ,994,898 765 
261,010 407 
1,391,392 239 


480,000 000 
220,337 092 


(33,205,381 868 








175,795,856 662 
756,307 448 


16,623,608 318 


9Ve@ 9 


10,660,794 732 
1,714,376 503 
306,967 854 


30,015,180 835 
749,2 95 990 
100,000 000 


10,227, 346 415 


33,205,351 868 


280,155,236 628 











AHMED ZAKI SAAD 


Governor, 


PROFIT AND LOSS ACCOUNT 


Dr. fE. MM. 
Directors’ fees a ‘a ae “— 18,920 142 
Current expenses 1,566,145 178 


Interim dividend at the rate of 4° © Pp.a. I20,000 000 
Provision for payment of final dividend a 
the rate of 16° p.a. 


Balance carried forward 


480,000 000 
220,337 O92 





2,405,402 412 





lieartitienaaeeiiaiaedinttemnie 

Cr. fE. MM. 
Gross Profit for the year ended December 
31, 1951, after providing for depreciation 
on buildings and furniture, for rebate of 
discount, for doubtful debts and con- 

tingencies .. 2,214,139 O8fr 
Balance brought forward from last year, 
less amount necessary to convert Capital 

and reserves into pounds Egyptian wa I9I,263 3314 








2,405,402 412 





A TREE 

Aly Shamsy Pasha, the president, in the 
course of his speech, said :— 

A general appreciation of the economic 


situation in Egypt during 1951 would require 
more than a mere recital of plain statements. 
Generally speaking, agricultural production 
did not prove altogether satisfactory, while 
industrial production was maintained at a 
favourable level. In the commercial field busi- 
ness did not maintain a steady flow ; during 
the first nine months of the year turnover was 
comparable with 1950 levels, but in the last 
quarter it slowed down considerably. On the 
other hand, our gold and dollar reserves con- 
tinued to increase. However, it cannot be 
concealed that the improvement in certain 
aspects of our monetary situation was ham- 
pered by the course of prices. 

ECONOMIC SITUATION AND WORLD 

PRICE FLUCTUATIONS 

Last year we noted the susceptibility of the 
Egyptian economy to fluctuations in world 
prices in order to demonstrate the degree to 
which our internal prices, after the outbreak 
of war in Korea, had followed the trend of 
rising world prices. Moreover, we could not 
pass over the effect on the rising cost of living 
of the higher individual incomes deriving from 
the more remunerative prices at which our 
cotton was being sold. 

The combined effect of these two bullish 
factors continued throughout the year 1951. 
Whereas the general index of wholesale prices, 
after reaching in February, 1951, its peak level 
of 391 (1939=100), dropped to 386 in Decem- 
ber, 1951, thus indicating the decline in prices 
of the main raw materials on the world markets 
from the high levels reached during the first 
quarter of last year, yet, on the other hand, 
our general cost-of-living index continued to 
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rise, moving from 306 1n December, 1050, to 
328 in December, 1951. 

This continued rise in the cost of living in 
Egypt, which has now lasted for two years, 
gives cause for anxiety. While reflecting 
partly last year’s rise in the prices of certain 
imported products, it is no less apparent that 
the movement in opposite directions of the 
cost-of-living index and the wholesale price 
index is not unrelated to the agricultural price 
policy followed by the Government in _ the 
course of the year I95I. 

In fact, if one admits that the prices at 
which the Government bought cotton last year 
were considerably higher than world prices, 
then one reaches the conclusion that this opera- 
tion injected additional purchasing power 
which contributed to the general rise of 
internal prices. 


EFFECT OF GOVERNMENT'S IMPORTS 
OF FOODSTUFFS 

On the other hand, the policy of keeping 
up cotton prices caused the cultivator even 
more to refrain from growing cereals, and 
this resulted in a shortage of foodstuffs which 
the Government endeavoured to remedy by 
importing huge quantities of wheat and, to 
a lesser extent, of flour and maize. These 
products were resold, as you know, tor local 
consumption at controlled prices which hardly 
cover half of the cost price, and the loss borne 
by the Treasury en this score was estimated in 
the budget at 4/18 million approximately in 
rQ5i. 

However, such a policy is not, in itself, open 
to criticism so long as the terms of exchange 
are favourable to the country. Kut, in fact, 
one of the main items of trade is cotton, which 
not only represents 8o per cent. ot the value 
of our total exports but is also subject to 
price fluctuations infinitely more violent than 
those of the imported foodstuffs. A rise in 
the price of cotton clearly could enable the 
Government to sell its holdings at prices higher 
than the purchase price, leaving it an overall 
profit which would compensate, however little, 
its losses on cereals purchases. But, on the 
other hand, a marked drop in cotton prices 
could involve the Treasury in a considerable 
loss over and above that already occasioned 
by the importation of foodstuffs. Our public 
expenditure is already too heavy to be further 
burdened with such a load. The obvious re- 
sult is a divergence from the desired goal— 
to lighten the cost of living—which has 
merely helped to swell the budget, and always 
in the end affects the whole population. 

There is another aspect of the question which 
to some extent has affected the level of our 
internal prices. In 1951 the Government 
imported from the dollar area large amounts 
of wheat and paid for them through “ export 
accounts,’ which are accounts in Egyptian 
pounds which may be used in settlement of 
Egyptian exports to certain easy currency 
countries. The increased sums made available 
on these accounts caused a fall in the rate 
of exchange for the Egyptian export pound 
amounting at times to 30 per cent., which was 
naturally reflected in the rise of the prices of 
other imports financed through export accounts. 


COTTON CROP 

Qn the whole, the 1951-52 cotton crop of 
7,450,000 cantars has not been very satis- 
factory, being 800,000 cantars less than that 
of the previous season, although its total value 
at the present time is estimated at about 
{E160 million. The cultivated area remained 
nearly the same, but the average yield as wel] 
as the quality left much to be desired 

The irregular fluctuations in prices which 
marked the previous season continued during 
the year and are still a matter of concern to 
all interested parties. 

On the spot market the upward and down- 
ward movements were influenced to a certain 
extent by information regarding the crop and 
the cotton policy of the United States. After 
reaching 193 tallaris on March 9, 1951, Karnak 
fell to 1606 at the end of the month and to 
101 on December 31, against 135 on Decem- 
ber 31, 1950. Ashmouni, after being quoted at 
150 tallaris, weakened to 100 at the end of 
December, 1951, against 129) at the end of 
December, 1950. 

The marked instability on the futures market 
confirms once again the extent to which the 
regularizing action of other world markets is 
necessary. Our market is so narrow that 
operations of a certain magnitude which would 
have no effect in New York, for example, are 
enough here not only to upset the whole 
market but also to create bad feeling of a 
most harmitul nature. It is precisely this absence 
of a stabilizing factor that encourages state 
intervention. In certain circumstances such 


intervention can be beneficial provided it is: 


actuated by a desire to absorb the_ shocks 
rather than provoke them by taking hasty and 
contradictory decisions which disturb the 
whole of the national economy. 

The finaneing of the present crop has pre- 
sented no difficulty even when prices were at 
their highest. But it would not have proved 
to be so easy next season if the Government 
had not very recently decided to be prepared 
to buy any quantity of cotton unsold at the 
end of the season at 125 tallaris for Karnak 
for July contracts and 72 tallaris for Ashmouni 
for August contracts. We are of opinion that, 
as a general rule, it is in the interest of Egypt 
to dispose of the whole crop at a reasonable 
profit, rather than to sell a part of it at a more 
remunerative price. 

CREDIT FACILITIES 

At the end of December, 1951, credit facill- 
ties granted by the bank to other banks and 
to clients amounted to approximately {E47 
million or about £E5 million more than at the 
same date last year. However, drawings under 
these credits only amounted in all to {E25 
million on December 31, 1951, as against {E27 
million on December 31, 1950. This reduc- 
tion in drawings, particularly on the part 0! 
our clients, who drew only £E9 million as at 
the end of December, 1951, compared with 
£E14 million the previous year, is of signif- 
cance. It-proves that many cultivators are ¢n- 
joying a certain degree of financial ease which 
has allowed them to hold their stocks in the 
hope of obtaining better prices ; it also indt- 
cates a prudent buying policy on the part o 
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merchants and exporters at the beginning of 


the season especially as regards medium staple. 

Retarded by the high level of prices, cotton 
exports this season fell to 2,628,000 cantars 
during the period from September 1, 1951, to 
the end of February, 1952, as against 4 
million cantars during the same period last 
season. This reduction of about 12 million 
cantars is mainly due to the lack of purchases 
by Great Britain. During the period under 
review Great Britain took only 332,000 cantars, 
while from September 1, 1950, to February 28, 
1951, Wé exported 1,375,000 cantars, or a 
reduction In our exports of over one million 
cantars in six months. Other countries as 
well, such as Italy and Switzerland, reduced 
their purchases, but on the other hand there 
was an increase in our exports to France 
(317,000 Cantars against 234,000 tor the pre- 
vious period), the United States (381,000 can- 
tars against 52,000 cantars) and Germany 
(187,000 cantars against 140,000 Cantars). 

ENPORT PROSPECTS 

A recovery in exports may occur in the 
remaining months of the current season, par- 
ticularly as a result of the steps recently taken 
by the Government with a view to freeing the 
market and furthering exports. But, as was 
to be expected, these measures have caused 
considerable embarrassment in cotton circles 
and an appreciable disturbance was caused by 
the difheulties which attended the liquidation 
of uncovered positions. But the ultimate ob- 
jective is a healthier market which should lead 
to a recovery in exports, despite a rather 
marked recession in the textile business in 
various countries. However, it appears some- 
what unlikely that exports will exceed last 
season’s figure of 6$ millon cantars, whereas 
we exported about 9 million in 1949-50 and 
8 million in 1948-49. 

At the end of February, ty52, our stocks of 
cotton were estimated at around 6 million 
cantars, of which the Government held nearly 
1,200,000 cantars. Our total stocks at the 
end of February, 1952, were over one million 
cantars greater than at the end of February, 
1951. 

This million cantars more or less equals 
Government purchases during the year 1951. 
From the beginning of April the Government 
bought cotton of the 1950-51 crop at the mini- 
mum prices fixed on March 22. It was thus 
led to take up about 941,000 cantars of 
medium staple at the “‘fili¢res’’ of April, 
June, and August, and 288,000 cantars of 
long staple at the “‘ filiéres’’ of May, July, 
and September, at a total value of approxi- 
mately £E 35,000,000. 


THE BUDGET 

The final results of the fiscal vear ending on 
June 30, 1951, indicate receipts of {E192 mil- 
lion and expenditure at {E190 million, a sur- 
plus of approximately {E2 million. Receipts 
were {E11 million higher than the budget esti- 
mates, mainly due to an excess of £E6 million 
over the estimates for customs dues. These in 
fact reached £E93 million, i.e., 48 per cent. 
of total receipts. Public expenditure was 
nearly {E30 million less than the estimates. 
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This was not so much due to budgetary com- 
pressions but, once again, to the delay in 
executing the large projects for irrigation and 
for military, electrical and railway equipment 
included under Chapter III of the Budget 
As a matter of fact, the credits allocated for 
these purposes were estimated at E59 million 
for the 1950-51 financial year ; they only 
amounted to ££ 39 million, a decrease of £E20 
million. It is therefore by keeping down ex- 
penditure on national re-equipment that a 
balanced budget is assured. 

However, we must note the progress realized 
in the 1951-52 Budget in planning a more 
equitable distribution of taxation. On the 
one hand, the tax on income and estate duty 
have been increased and fall more upon the 
wealthier classes. On the other hand, the land 
tax has been doubled and figures at a total 
amount of ¢E17 million (which includes an 
allowance for the retroactive etfect of the Law 
to cover the years 1949 and 1950), whereas 
actual receipts under this heading were 
{E6 million in 1950-51. 

This effort to render our fiscal system more 
flexible must not be relaxed. If it cannot be 
concealed that the burden of our taxation is 
hardly likely to be lightened in the future, the 
more necessary Is it gradually to improve its 
basis and the control over its collection. With 
regard to expenditure, if its volume is also 
difficult to compress, there is nevertheless a 
limit which. cannot be exceeded without en- 
dangering the foundations of our currency. 
Fresh efforts should therefore be made to 
direct expenditure towards the improvement of 
production. 


THE CENTRAL BANK 

The aim of the credit policy of the National 
sank has been to provide adequate facilities 
for the financing of the cotton crop. We have 
assumed this function since Egypt’s departure 
from the sterling area in 1947. You are 
doubtless aware that up to that time the move- 
ment of funds between London and Cairo was 
free and this enabled the banks in Kgypt to 
finance the crop. In these operations the bank 
acted as a mere intermediary for the transfer 
of funds. As a matter of tact, the note issue 
and the volume of credit depended primarily 
on this tree movement of funds between the 
two capitals. 

This banking facility has since devolved on 
the National Bank of Egypt, yet we have 
encountered no major difficulty in the process 
of expanding our credit facilities. In the 
course of the present season the banks have 
not availed themselves to the full of the lines 
of credit granted to them because their posi- 
tion has been characterized by a higher degree 
ot liquidity, which is attributable to the fact 
that the Government had provided the market 
with substantial funds as a result of its 
purchases of cotton early last year. 

[ would like now to pass in review our 
activities as a Central Bank. You will recall 
that as a result of the promulgation of Law 57, 
1951, we are now legally bound to assume the 
responsibilities which we endeavoured to fulfil 
since the bank’s inception. Thus, even before 
the new Law, the clearing banks had tacitly 








agreed to keep as deposits with the National 
Bank of Egypt a certain proportion ot their 
aggregate deposits. The Supreme Committee 
constituted by the Law has now fixed this 
reserve ratio at 15 per cent. With a few 
negligible exceptions the banks have en- 
countered no difficulty whatsoever in dis- 
charging this legal obligation. The question 
of the coefficient of liquidity is still under 
consideration by the Supreme Committee. 

In conjunction with the Supreme Com- 
mittee, the National Bank of Egypt can, within 
the limits prescribed by the Law, perform all 
the functions attributed to Central Banks. 
However, in view of the special circumstances 
prevailing in Egypt, there is only a limited 
scope for direct intervention in the monetary 
market. This is due, as you all know, to the 
fact that the indebtedness of certain banks to 
the National Bank of Egypt is of short dura- 
tion and occurs only at the height of the 
cotton season. During the remainder of the 
year they keep substantial credit balances with 
us, the level of which is high relatively to the 
levels obtaining in other countries. <A policy 
of credit restriction would, therefore, be otf 
limited use, for it could only be put into prac- 
tice during the cotton season. It is only by 
a general policy of credit restriction, embrac- 
ing both the reserve ratios of commercial banks 
and the volume of advances to the Govern- 
ment, that deflation can be attained. 

As regards raising the rates of interest, a 
deflationary policy adopted by several countries 
lately, it has not hitherto been considered 
timely to follow this example in view of the 
factors which have just been mentioned. 
However, this question should be studied with- 
out delay in all its aspects bearing in mind 
the low level of savings in Egypt and the 
material means of encouraging thrift. 


FOREIGN TRADE 
The disequilibrium in our international 
trade in the vear 1950 and during the previous 
years continued in 1951, in spite of the 
increase in exports. 


Exports reached ££ 203,000,000 in 1951, 
as against £E175,400,000 in 1950. On the 


other hand, total imports, excluding gold 
imported for monetary purposes and valued 
at {£E37,600,000, have also increased from 
{E212,700,000 in 1950, to £FE242,000,000 in 
1951. Our foreign trade in 1951 therefore 
showed a deficit of £E39,000,000 against 
{E37,000,000 in 1950. 

Despite a decrease in the tonnage of cotton 
exports, which amounted to 5,700,000 cantars 
in 1951, aS against 8,600,000 cantars in 1950, 
the value of exports rose from £E150,000,0c0 
in 1950, to £E164,000,000 in 1951, thus reflect- 
ing the increase in selling prices. Rice exports 
rose from 174,000 tons valued at £E7,600,000 
in 1950 to 311,000 tons worth £E14,500,000 
in 1951. Exports of cotton yarn have nearly 
doubled in tonnage from one year to the other, 
while their value has tripled, rising from 
£E2,300,000 in 1950 to £E7,000,000 in 1951. 


AN ANALYSIS OF IMPORTS 
An analysis of the composition of imports 


reveals a very large increase in our purchases 
of wheat. These amounted, in fact, to more 
than one million tons valued at £E34 million 
In 1951, aS against 442,500 tons valued at 
Er4 million in 1950. Imports of fertilizers 
amounted to over E12 million and were about 
the same as in 1950, but they declined in ton- 
nage by more than 10 per cent. Imports of 
timber for construction purposes were /Ejo 
million as against {E8 million in 1950 and 
of motor vehicles 4E8 million as against 
£E5 million in 1950. 

Our foreign trade has not developed uni- 
formly with the various countries with whom 
we maintain commercial relations. 

The value of imports from Great Britain 
remained practically the same in 1951 and 
1950, at £E42 million, likewise exports at 
about £E39 million, leaving an unfavourable 
balance of 4E3 million for each of the last 
two years. On the other hand the value of 
exports to India produced a favourable balance 
with that country of E24 million in 1951, as 
against E16 million in 1950. As a matter of 
fact, our exports to India rose to E30 million 
in 1951 as against £E22 million in 1950, while 
our imports only amounted to 4E5$§ million 
in each of the last two years. 

As regards the United States of America, 
our imports show a marked increase reaching 
nearly 4E27 million in 1951, excluding imports 
of monetary gold, against 4E12$ million in 
1950. Exports increased considerably amount- 
ing to E194 million against ¢E15$ million in 
1950, the visible deficit therefore reaching 


4E8 million last year against a surplus of 


4E3 million in 1950. 

A very substantial improvement in our 
exports to Japan took place last vear. They 
were approximately £E15 million compared 
with £E5 million in 1950; our _ imports 
remained the same at /E1 million for each of 
the last two vears. The increase in our exports 
to France is worth mentioning (¢E20 million 
against {E15 million in 1950), and Czecho- 
slovakia (more than 4E9 million against /F4 
million in 1950). 


THE BALANCE OF PAYMENTS 

The preliminary figures, which should be 
considered as provisional only, of Egypt's bal- 
ance of payments indicate an untavourable 
balance in 1951 exceeding £E15_ million. 

Without going into a detailed analysis of 
the operations, it should be noted that they 
are characterized by a net reduction in our 
sterling balances of about £E55 million which 
is partially compensated by an increase in our 
holdings of dollars and other currencies of 
about £E74 million and an increase of nearly 
{E27 million in our gold holdings. We must 
mention that the {E34 million in gold, dollars, 
and other currencies arise out of surplus dollar 
receipts of about $60 million and 414 million 
converted into dollars under the Anglo-Egypt- 
ian Sterling Releases Agreement. 

It is necessary to point out how our balance 
of payments shows a chronic adverse tendency. 
In fact, with the sole exception of the year 
1949 when we recorded a favourable balance 
of 4E5 million (which, moreover, was only due 
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to the revaluation of foreign currencies after 
the devaluation of the Egyptian pound) our 
balance of payments has been continually 
adverse since 1946. During the three or four 
vears following the end of the war a deficit 
appeared to be the best means of gradually 
reducing our sterling balances which had 
accumulated during the war, and on this 
account it was quite justified for purposes of 
re-equipment. In the event our sterling bal- 
ances have fallen by over 4130 million since 
July 14, 1947, an average annual reduction of 
{29 million. 


NEED FOR SOME ADJUSTMENT 

To-day, hewever, the continuance of this 
deficit in our balance of payments requires 
examination, and some adjustment appears 
necessary, the more so as under our financial 
agreement with Great Britain the release of 
our blocked balances on No. 2 account will 
only take place at the rate of a maximum of 
{15 million per year up to 1960. Of course 
our reserves in gold and dollars have increased 
and would enable us to meet exceptional needs, 
but it should be borne in mind that it would be 
very difficult to reconstitute them. 

For this reason the effort to increase our 
exports and invisible receipts should not be re- 
laxed. But what appears to be of prime 
necessity to establish equilibrium in our mone- 
tary and economic situation is the adoption 
of an import policy designed so far as possible 
to distinguish between our requirements of 
essentials and non-essentials. 


THE EGYPTIAN POUND ABROAD 

Quotations for the Egyptian pound in the 
free markets abroad weakened during the year 
1951. The rate of the ‘export pound ”’ 
dropped nearly 12 per cent. and the Egyptian 
pound *‘B Account,’’ which is used for the 
settlement of the greater part of current trans- 
actions between Switzerland and Egypt, fell by 
20 per cent. Not long ago, however, the 
Egyptian pound on Swiss “‘ B Account ”’ was 
quoted at par and even higher, while the 
fluctuating rates of the ‘“‘ export pound ”’ on 
the markets of Milan and Tangier were at 
times higher than those for transferable 
sterling. 

This external weakening of our currency is 
due to specific causes which are not related to 
its intrinsic value. These are the decline in 
our cotton exports which, for this reason, 
offered no counterpart to the intensive use of 
the “‘export pound ”’ and of the Swiss ‘‘ B 
Account ’’ in payment for imports. On the 
other hand, in their efforts to consolidate the 
value of the currency the authorities have pre- 
ferred to hold our dollar earnings rather than 
to use them to pay for imports of American 
wheat, which were partly settled in ‘‘ export ” 
pounds. These are the main reasons for the 
weakening in the external position of our 
currency. 


VALUE OF THE EGYPTIAN POUND 
It is therefore in the light of its internal 


position that the value of the Egyptian pound 
should be measured. The situation can be 


described in precise terms as_ follows :— 
Currency in circulation on February 20, 1952, 
was E195 million. Against this Egypt held 
{E61 million in gold, or 32 per cent., plus the 
equivalent of £E38 million in United States 
dollars and other hard currencies, that is, a 
total amount of E99 million, which represents 
more than 50 per cent. of the notes in circula- 
tion. The position of the Egyptian pound is 
therefore sound. If its quotations abroad are 
still weak and if on free markets sterling is 
still quoted above our own pound this weak- 
ness does not reflect any monetary phenomena. 
It is attributable to the factors which we have 
just mentioned, to which flights of capital and 
the slowing down of our exports have now 
been added. If the causes of this state of 
affairs are corrected, as we hope they soon will 
be, the position of the Egyptian pound will be 
strengthened. 


THE BALANCE SHEET 

Certain headings in the balance sheet have 
been modified in conformity with the new 
Central Bank Law. 

You will notice that, in the issue depart- 
ment, there is a new heading “ Reserve,” 
amounting to /E11,760,711, the origin of 
which has already been explained. 

In the note issue cover, it will be seen that 
gold now figures at 4F60,552,606. This in- 
crease is partly due to the revaluation of gold 
already held in the cover, the balance repre- 
senting gold purchased on behalf of the 
Exchange Control against U.S. dollars result- 
ing from the proceeds cf our exports. 

The total of the balance sheet which 
we present to you to-day amounts toe 
{EK 280,155,236, showing an increase of about 
fE10,000,000 compared with the total on 
December 31, 1950. 


LIABILITIES 

On the liabilities side, it is to be noted that 
the capital and reserves have been converted 
into Egyptian pounds in accordance with the 
revised. statutes as modified by Law 57 of 
1951. This has involved an increase in the 
capital amounting to 4E75,0o00 and an equiva- 
lent increase in the two reserve funds. This 
difference of £E150,000 has been taken from 
the carry forward. 

Current, deposit, and other accounts show 
a reduction of about 4E22,000,000, due partly 
to a fall in certain foreign accounts owing to 
the opening of documentary credits and the 
investment of some public funds on deposit 
with us, and partly, but to an unimportant 
extent, to withdrawals of deposits since, under 
the Central Bank Law, we no longer pay 
interest on current accounts but only on notice 
and fixed deposit accounts, contrary to the 
practice of commercial banks, which allow 
interest on current accounts. 

The Egyptian Government Ordinary 
Account shows a_ reduction of some 
#E25,000,000 due mainly to purchases of 
supplies from abroad. 

On the other hand, the total of the Treasury 
Bills Special Account has increased by 
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£ F20,000,000 owing to the increase in note 
circulation. 

The Sudan Government's account is up by 
nearly ¢E4,000,000, due to a successful cotton 
season in the Gezira. 

Banks (in Egypt and the Sudan) show an in- 
crease of 4E20,000,000, In part due to their 
obligation to maintain a fixed proportion of 
these deposits with us 

Contra accounts are up by ¢ 
reflecting a greater volume of documentary 
credits opened both tor the Government and 
for prtvate clients. 


sky 2,000,000, 


ASSETS 

On the assets side, Government securities 
show an increase of about ¢E33 millon mainly 
due to three causes of unequal significance 
the purchase of toreign Government Treasury 
Bills on behalf of the Central Exchange Con- 
rol, the transter to the Banking Department 
of British Treasury Bills against the gold with- 
drawn from this Department for deposit in the 
note issue cover, and finally to increased hold- 
ings of Egyptian Treasury Bills 1ssued in con- 
nexion with the Government purchases of cot- 
ton. We have taken the opportunity of switch- 
ing part of the British Treasury Bills into the 
new 1? per Cent. Serial Funding Stock, 1952. 

The total of our advances shows a reduction 
of about £E3 million. Advances against securi- 
ties and merchandise to banks in connexion 
with the financing of tlie cotton crop show an 
increase of about 3) million pounds. On the 
other hand, advances on merchandise, mainly 
to cotton exporters, are down by nearly 45 
million, whilst other advances are down by 
about 4E1§$ million. 

Under the heading ‘ Foreign Bankers, 
Correspondents, and Money at Call,” there 1s 
reflecting the 


holdings, 


iE 20.000.000, 


excnange 


a reduction of 
decline in our. foreign 
mainly sterling. 

Our profit and loss account shows gross 
profit at ¢E2,214,139, against 41,807,536 tor 
the previous year ; this satisfactory increase 
of 4E316,603 in earnings is due to greater divi- 
dends on our securities and increased interest 
received and to a reduction in interest paid, 
and also to a satisfactory increase under the 
headings of exchange and commission, due to 
enhanced business, specially in documentary 
credits. 


—--—__ -—--— -- 


The year’s results are all the more satis- 
factory when it is realized that in 1951 we 
have had to support a loss on our note issue 
operations owing to the depreciation in the 
market value of securities held in the cover. 
In previous years, our share in the profits on 
issue operations was substantial. 


INCREASED EXPENSES 

On the other hand, our expenses amount to 
{EK 1,506,145 as against 4E1,277,734 in 1950. 
The increase in our expenses of about 
{FE 288,000 is attributable to increased taxation, 
and to higher salaries, allowances, and _ the 
special bonus to our staft. We have also made 
provision for a further purchase of accounting 
machines to complete the mechanization of 
our Cairo, Alexandria, and Khartoum offices. 

Net profits amount to 4 £629,073, against 
(607,153 in 1950, which enables us to propose 
the distribution of a dividend similar to that 
of last year--namely, 20 per cent. per share- 
which will be paid on the capital now con- 
verted into Egyptian pounds. This distribu- 
tion will absorb £E600,000, as _ against 
¢E5385,000, thereby leaving £E29,000 to be 
added to the carry forward, from which, as we 
have mentioned, we have taken the £E150,000 
necessary to convert the capital and reserves 
into Egyptian pounds. 

You will no doubt have noticed the very 
considerable fall in gilt-edge securities which 
has taken place during the past year on the 
London and cther steck exchanges. It has 


been necessary to write off considerable sums , 


tor depreciation of our security porttolio to 
bring book values to market prices. How- 
ever, I am glad to say that, owing to our 
prudent policy during the past years in build- 
ing up substantial reserves for this very pur- 
pose, we have been able to write off this de- 
preciation without drawing on our current 
profits. In fact, I can assure you that there 
still remain ample hidden reserves, which we 
have thought prudent to strengthen further by 
a substantial internal allocation from the earn- 
ings of the past year. 
The report and accounts were adopted. 


Copies of the President's Address in full will 
be available at the National Bank of Egyft, 
6 and 7 King William Street, London, E.C.4. 
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NORTH BRITISH & 
MERCANTILE 
INSURANCE 


LORD BRAND ON THE PROGRESS 
HE annual general meeting of North 
British & Mercantile Insurance Company, 
Limited, will be held on May 8th. 

The following is an extract from the state- 
ment issued by the Chairman, The Rt. Hon. 
Lord Brand, C.M.G., D.C.L.:— 

FIRE DEPARTMENT.—-We have sound reasons 
for satisfaction in the outcome of the opera- 
tions in the Fire Department. Premiums in- 
creased by £960,032 to a figure of £15,579,241, 
which compares with the 1950 figure of 
{14,019,209. Losses amounted to £7,154,316 
an increase of £915,907 over the 1950 figure of 
{6,238,409, the ratio to premium income being 
45.92 per cent. as compared with 42.67 per 
cent. last year. 

Commission expenses of management and 
overseas taxation absorbed /£6,732,381, com- 
pared with 1950 expenditure on these items ot 
6,402,551. 

The amount of profit to be transferred to the 
Profit and Loss Account is £1,308,530, 8.4 per 
cent. of premiums, compared with /£1,391,594, 
y.52 per cent. of premiums in the previous year. 

CASUALTY DEPARTMENT.-—In the main this 
department comprises the business of the Rail- 
way Passengers Assurance Company. 





INCOME *P 


1852 - CENTENARY YEAR - 1952 


LAMBETH 


\ 
pA PAID-UP SHARES 
SUBSCRIPTION SHARES 


The Casualty business as a whole has pro- 
duced premiums of £4,219,135, being £457,511 
in excess of those for 1950 of £3,761,624, 
Losses amounted to /£/2,159,370 against 
£1,884,538, the percentage to premium income 
being 51.18 per cent. against 50.11 per cent 
in 1950. Commission, expenses and overseas 
taxes were /1,612,143, compared with 
£1,427,972 In 1950, and the ratio was 38.21 
per cent. in 1951 against 37.06 per cent. in 
1950. After making the necessary provision 
for unexpired risks the underwriting profit is 
£204,612, 6.27 per cent. of premiums, compared 
with £343,943, 9.14 per cent. for 1950. 


MARINE DEPARTMENT.— The Marine income 
for I951 was £1,977,842, compared with 
$1,586,292 1n 1950. We have transferred an 
amount of £197,243 to Profit and Loss Account. 


LirE DEPARTMENT.—The increased flow of 
ordinary life new business continued unabated 
throughout the year, the total after deduction 


pared with /6,880,232 for 1950. The Group 
Assurance new business total, however, fell 
short of that for 1950, the difference being 
almost entirely accounted for by one very 
large staff scheme placed with us in that vear 
The respective group totals are 42,506,664 for 
[951 against /4,630,514 in the preceding vear, 
and the combined ordinary and group new 
business placed with us last vear 411,510,746 
against {10,446,886 this year. 

The Directors are recommending a dividend 
of Ss. 6d. per share, less income tax. 








BUILDING 
SOCIETY 


ASSETS EXCEED 
£5,000,000 
RESERVES EXCEED 
£365.000 


Any multiples of £25 up to £3 009 
Small sums from 5)- up to £25 


DEPOSITS 


Any amounts up to £5,000 


Full details will gladly be supplied on application to The Secretary, 
DEPT. R, 112, WESTMINSTER BRIDGE ROAD, LONDON, S.E.1 
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REFUGE ASSURANCE COMPANY 
LIMITED 





PREMIUM INCOME OF £16,000,000 





LIFE 


ASSURANCE ENCOURAGING SAVING 





HE Chairman, in the course of his remarks 

at the annual meeting, referred to the 

increase in new _ business, new sums 
assured of nearly {412,500,000 having been 
written in the Ordinary’ Branch and 
14,000,000 in the Industrial Branch. The 
premium income was some £10,000,000, having 
increased by £640,000. These increases are of 
particular significance when the need of the 
country is to save rather than spend. Life 
assurance assists this object by _ personal 
approach and encouragement of voluntary but 
regular saving, the monies so set aside being 
invested in directions of real value to the 
community. 


The expense ratios have been held at their 
1950 figures. The full effect of increases in 
remuneration granted to the staff will only be 
felt in 1952. The question of expense continues 
to receive watchful consideration. 


At the end of 1951, the Company had over 

policies in force, assuring 

The Life Assurance Funds 
£110,000,000, 


5,100,000 
£ 293,000,000. 
amount to some 
During the year, the Company, in common 
with other financial institutions, suffered 
depreciation in the value of its Stock Exchange 
securities. Changes were made in the valuation 
bases, and the Investments Reserves were 
increased to a total of £11,275,000. 


INVESTMENTS POSITION 

Having regard to the uncertain investment 
outlook, it has been decided to declare, in the 
Ordinary Branch, in place of a general rever- 
sionary bonus, a bonus on participating poli- 
cies which become claims by death or sur- 
vivance before 20th March, 1953, at the rate of 
#1 6s. per cent. on the sum assured in respect 
of each full year’s premium due and paid in 
1951. This has enabled a greatly increased 
amount of surplus to be carried forward to- 
wards meeting any contingency which may 
arise, or to be dealt with subsequently as cir- 
cumstances permit. In the Industrial Branch, 
additional benefits by way of increases in claims 
and additional paid-up policies have _ been 
allotted. 


HOUSE PURCHASE ADVANCES 
The total holdings of the Company in British 
Government and British Government Guaran- 
teed Securities amount to some /£55,000,000, 
and represent 44 per cent. of the total assets, 
Investments in Ordinary shares total over 
£7,500,000, whilst cash in hand at the end of 
the year was some /2,750,000. The amount 
advanced during the year under the House 
Purchase Scheme exceeded £2,7580,000. 
The Chairman concluded with a tribute to 
the staff, emphasizing his confidence in the 
unique advantages of Life Assurance to the 
public, and the importance of the part played 
by the Company in this connection. 


——— 








BRANCHES : 


Southern Branch. 
King George Blvd. Branch. 


EUROPEAN REPRESENTATIVE OFFICES : 57, Avenue d’Iéna, Paris XVIe, 
France. 


U.S.A. REPRESENTATIVE OFFICES: 120, Broadway, New York 6, N.Y. 
Our organisation is designed to meet the needs of correspondent 


banks and overseas clients in the most efficient manner. 
TOTAL ASSETS EXCEED 25 MILLION POUNDS. 
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THE PALESTINE DISCOUNT BANK LID. 


Paid-up Capital and Reserves : IL 1,090,000 


HEAD OFFICE: 27, Yehuda Halevy Street, Tel-Aviv. 

Tel-Aviv: Dizengoff Rd. Branch, Allenby Rd. Branch, Eliezer Ben-Yehuda Rd. Branch, 
Wolfsohn Street Branch, Hatikvah Quarter Branch, Hamoshavot Square Branch, 
Shalma Rd. Branch. Ferusalem: Ben Yehuda Rd. Main Branch, Mahane Yehuda Branch, 
‘econ dr : Kingsway Main Branch, Hadar Hacarmel Branch. Jaffa: 
































